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28 September, 2007

Adl S
Ms Kate Kidson ('0 ‘fj 0~ 0 7

The Companies Section
ASX Limited

Level 45, South Tower,
525 Collins Street
MELBOURNE VIC 3000

Dear Ms. Kidson,
Re: 2007 Annual Report and Notice of Annual General Meeting

Please find attached a covering letter to shareholders, the Annual Report of Metabolic Pharmaceuticals
Limited for the year ended 30 June 2007 together with the Notice of Annual General Meeting and sample
voting form,

The 2007 Annual General Meeting of the Company will be held at 10.00am on Fnday, 2 November 2007
at Computershare Conference Centre, Yarra Falls, 452 Johnston Street, Abbotsford, Victona.

Yours faithfully,
Metabolic Pharmaceuticals Limited

Phuse

Belinda Shave
Company Secretary

METABOLIC PHARMACEUTICALS LIMITED ABN 95 033 656 862
Level 3, 509 St Kilda Road, Melbourne, Victoria 3004, Australia | Telephone +61{3) 9860 5700 | Facsimile +61(3) 9850 5777 | Website www.metabolic.com.ay
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SAMPLE CUSTOMER
SAMPLE STREET
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SAMPLE STREET
SAMPLE STREET
SAMPLETOWN TAS 7000

28 September 2007
Dear Shareholder

Re: 2007 Annual General Meeting
10:00am on Friday 2 November 2007

On behalf of the Board of Directars of Metabalic Pharmaceuticals Limited {the “Company”), we are pleased to invite you to attend our 2007
Annual General Meeting ("AGM") to be held at Computershare Conference Centre, Yarra Falls, 452 Johnston Street, Abbotsford, Victoria on
Friday, 2 November 2007 at 10.00am.

We endlose the fellowing documents:

« 2007 Notice of AGM, which sets oul the items of business, induding an Explanatory Memorandum;

«  Proxy Form (which forms part of the Notice of AGM); and

» 2007 Annual Report {if you have specifically requested to receive a hard copy of the Annual Report} or alternatively extracts from the
Annual Repart being the Chalrman's message, CEO's review, and the 2007 Remuneration Report,

i you are unable to aftend the AGM, you are encouraged to complete the enclosed Proxy Form. The Proxy Form should be retumed in the
prepaid envelope provided or faxed to our share registry on +61 3 9473 2555. Please note for your proxy vote fo be valid it must be
received by no later than 10:00am (Melbourne time) on Wednesday 31 October 2007.

Corporate shareholders will be required to complete a “Certificate of Appointment of Corporate Representative” o enable a person to attend
the Company's AGM on their behalf. A form of this certificate may be obtained from the Company's share registry.

ANNUAL REPORT - INTERACTIVE VERSION AVAILABLE ONLINE
As advised in August 2007, the Australian Govemment has introduced legislation allowing the default option for receiving annuai reports to be online
rather than a hard copy via post To view or downioad Metabolic's 2007 Annual Report, visit hito:#imetabolic0701.intergctiveinvestor.com.au.

AGM - ITEMS OF BUSINESS

«  To table the Annual Financial Report, Directors’ Report and Auditor's Report for the year ended 30 June 2007,
+  Non-binding advisory Resolution regarding the Remuneration Report;

+  Resolutions for the election of Mr Rob Stewart and Mr Don Clarke; and

«  Resolution seeking ratificaton of a Private Placement of shares issued in December 2006.

QUESTIONS FROM SHAREHOLDERS
| invite shareholders to submit questions to the Board. A question form is attached to this letter.

We look forward to your attendance at the AGM.

Yours faithfully,
Metabolic Pharmaceuticals Limited

PHhse

Belinda Shave
Company Secretary

METABOLIC PHARMACEUTICALS LIMITED A8N 96 083 BSE 862
Level 3, 508 St Kilda Road, Melbourne, Victoria 3004, Australia | Telephone +61(3) 98605700 | Facsimile +61{3) 860 5777 | Website www.metabolic.com.au

035020 OSTE




QUESTLONS FROM SHAREHOLDERS
Your questions regarding any matter relating to Metabolic Phamaceuticals Limited are important to us. We invite you to use this form to
submit any questiens that you would fike us to respond to at the 2007 AGM.

Please return it to the Company by post to Level 3, 509 St Kilda Road, Melboume, Victoria, 3004 or fax it to +61 3 9860 5777 or email
diana.attana@metabolic.com.au so that it is received by 12:00pm (midday) on Monday 22 October 2007.

We will attempt to respend to as many of the more frequently asked questions as possible at the AGM.

Shareholder's Name: Security holder Reference Number (SRN)
or Holder Identification Number {HIN):

Address:

Questions:

...................................................................................................................................................................................................

...................................................................................................................................................................................................




METABOLIC PHARMP~A

ABN 96 083 866 862

Notice is hereby given that the Annual General Meeting ("AGM"}

of the Shareholders of Metabolic Pharmaceuticals Limited

{(“the Company") will be held at Computershare Conference Centre,

Yarra Falls, 452 Johnston Street, Abbotsford, Victoria on Friday,

2 November 2007 at 10.00am. - =

Further information on each resctution can be found in the
Explanatory Memorandum accompanying, and forming part of,
this Notice of AGM.




NOTICE OF ANNUAL GENERAL MeE TING ZUU/

ORDINARY BUSINESS

Annual Financial Report, Directors’ Report,
Auditor’s Report

*  Totable:
- the Annual Financial Report;
- the Directars’ Report; and
the Auditor’s Report of the Company

far the year ended 30 June 2007.

Resolution 1: Non-binding Resolution -
Remuneration Report

To consider and, if thought fit, to pass the following non-
binding (advisory} Resolution regarding the Remuneration
Report:

That the Remuneration Report as set out in the Company's
Annual Report for the year ended 30 June 2007 be adopted.
The vote on this Resolution is advisory only and does not bind
the Company or its Directars.

Resolution 2: Election of Mr Rob Stewart
as a Director

To consider and, if thought fit, to pass Resolution 2 as an
Qrdinary Resolution:

That Mr Rob Stewart, having been appointed a Director of
the Company by the Board on 4 April 2007, being eligible and
having signified his candidature for the office, be elected as a
Director of the Company.

Resolution 3: Election of Mr Don Clarke
as a Director

To consider and, if thought fit, to pass Resolfution 3 as an
Ordinary Resolution:

That Mr Don Clarke, having been appointed a Director of the
Company by the Board on 12 April 2007, being eligible and
having signified his candidature {or the office, be elected as a
Director of the Company.

SPECIAL BUSINESS

Resclution 4: Ratification of Prior Issue of Shares

To consider and, if thought fit, to pass Resolution 4 as an
Ordinary Resclution:

That approval be given in accordance with ASX Listing Rule 7.4
1o ratify the issue on 7 December 2006 of 14,583,333 fuily paid
ordinary shares in the Company at $0.72 per share through

a Private Placement to a number of domestic and offshore
institutional, professional and sophisticated investors, identified
by Metabolic and ABN AMRO Morgans.

VOTING EXCLUSION STATEMENT

The Company will disregard any votes cast on Resclution 4 by:
* any person who participated in the issue of securities; and

+ any associates of any person who participated in the issue
of securities,

However, the Company need not disregard a vote if:

+ itis cast by a person as proxy for a person wha is entitled to
vote, in accordance with the directions on the proxy form; or

* itis cast by the person chairing the meeting as proxy for
a person who is entitled to vote, in accordance with a
direction on the proxy form to vote as the proxy decides.

OTHER BUSINESS

Ta transact any other business which may legally be brought
before the AGM.



Proxy Notes

+ A member entitled to attend and vote at the AGM has a
right to appoint a proxy. The praxy need not be a member
of the Company.

* A member who is entitled to cast two or more votes may
appoint up to two proxies and, in the case of such an
appointment, may specify the proportion or number of
votes each proxy is appointed to exercise.

+ |f a member appoints two proxies and the appeointment
does not specify the propartion or number of the member’s
votes which each proxy may exercise, each proxy may
exercise half of the votes.

» The proxy form included in this Notice of AGM must be
signed by the member or the member's attorney. Proxies
given by corporations must be signed under the hand of a
duly authorised officer or attorney.

s To be valid, the form appointing the proxy and the power of
attorney or other authority (if any) under which it is signed
{or a certified copy of it) must be lodged with the Share
Registry = Computershare Investor Services Pty Limited at
Yarra Falls, 452 Johnston Street, Abbotsford, Victoria 3067,
using the reply paid envelope supplied or by facsimile to
+61 3 9473 2555 as soon as possible and in any event
not later than 48 hours prior to the time appointed for
the AGM.

* A proxy may decide whether to vote on any motion,
except where the proxy is required by law or the Company’s

Constitution to vote, or abstain from voting, in their capacity

as proxy. If a proxy is directed how to vote on an item of

business, the proxy may vote on that item only in accordance

with that direction. If a proxy is not directed how to vote
on an item of business, the proxy may vote as he or she
thinks fit.

« |f a Shareholder appoints the chairperson of the AGM
as the Shareholder's proxy and does not specify how
the chairperson is to vote on an item of business, the

chairpersen will vote, as proxy for that Shareholder, in favour

of the item on a poll.

« Members should refer to the Explanatory Memorandum,
which accompanies and forms part of this Notice of AGM,
for information regarding voting restrictions.

DETERMINATION OF VOTING ENTITLEMENTS

For the purpase of ascertaining voting entitlements at the
AGM, ordinary shares will be taken to be held by Shareholders
registered in the Company at 7.00pm Melbourne time on
Wednesday, 31 Qctober 2007. This means that if you are not
the registered holder of a relevant share at that time you will
not be entitled to attend and vote in respect of that share at
the AGM.

Dated 28 September 2007
By Qrder of the Board

e

Ms Belinda Shave
Company Secretary

METABOLIC NOTICE OF AGM 2007




NOTICE OF ANNUAL GENERAL MEETING ZUU/

EXPLANATORY MEMORANDUM

Purpose of Information

I The purpase of this Explanatery Memorandum (which is
included and forms part of the Natice of Annual General

: Meeting dated 28 September 2007) is 1o provide members

: with an explanation of the business of the Annual General
Meeting ("AGM") and of the resolutions to be proposed and
considered at the AGM on 2 November 2007 at 10.00am

. at Computershare Conference Centre, Yarra Falls,

452 Johnston Street, Abbotsford, Victoria, and to assist
members to determine how they wish ta vote on each
resclution.

‘ Annual Financial Report, Directors’ Report,
Auditor’s Report

The Annual Financial Report, Directars” Report and Auditor’s
Report are presented for information purposes only and do
i not require a vote by Sharehalders.

Pursuant to the Corporations Act 2001, the Directors of a
public company that is required to hold an AGM must table
the financial statements and reports of the Company {including
the Directors' Report and Auditor's Repart} far the previous
year before the Shareholders at that AGM. Shareholders have
been provided with all relevant information concerning the

. Company's Annual Financial Repert, Directors’ Report and

! Auditor's Repart for the year ended 30 June 2007,

Notification of how to access the 2007 Annual Report
online has been forwarded to each Sharehelder, and hard
copies have been sent to those Shareholders who specifically
requested one. The 2007 Annual Report can be viewed,
printed and downloaded from the Company’s website:
http://metabolic0701.interactiveinvestor.com.au.

Shareholders should note that the sole purpose of tabling the
Company's Annual Financial Report, Directors’ Report and
Auditor's Report at the AGM is to provide Sharehalders with
the opportunity to ask guestions or discuss matters arising
from the financial statements or the reports at the AGM. It

is not the purpose of the AGM that the financial statements
or the reports be accepted, rejected or modified in anyway.
Further, as it is not required hy the Corporations Act 2001, no
resolution to adopt, receive or consider the Company’s financial
statements or the reports {other than the Remuneration
Report) will be put to Shareholders at the AGM,

Shareholders will be given a reasonable opportunity at the
AGM te ask questions and make comments on the financial
statements and the reparts. The Company’s auditor will be
available to receive questions and comments from Shareholders
about the preparation and content of the Auditer's Report and
the conduct of the audit.

Non-binding Resolution - Remuneration Report
(Resolution 1)

The Board recommends that Shareholders vote in favour of
Resolution 1.

The Directors’ Repart for the year ended 30 June 2007
coniains a Remuneration Report, which sets out the policy
for the remuneration of the Non-Executive Directors and Key
Management Personnel {including Executive Directars).

The Corporations Act 2001 requires that a resclution be put
1o the vote that the Remuneration Report be adapted. The
Carporations Act 2001 expressly provides that the vote is
adviscry only and does not bind the Directors or the Company.
Shareholders attending the AGM will be given a reasonable
oppoertunity to ask questions about, or make comments on,
the Remuneration Report.

The full Remuneration Report is available at
and is included in the Company’s 2007 Annual Report.

Election of Mr Rob Stewart as a Director
{Resolution 2)

The Board recommends that Shareholders elect
Mr Rob Stewart as a Director.

Clause S8 of the Company’s Constitution requires that a
Director appointed since the last AGM will hald office until
the end of the next AGM of the Company when the Director
may be elected. Mr Rob Stewart, who was appointed as a
Director of the Company on 4 April 2007, is seeking ¢lection
by Shareholders.

BIOGRAPHY OF MR RGB STEWART, LLB {HONS}), B.COM,
MBA (HARVARD)

Mr Rob Stewart is a company director and management
consultant. Mr Stewart gained his Bachelor of Law degree
{with Honours) and Commerce degree from the University of
Melbourne in 1871 and 1972 respectively, and obtained an
MBA from Harvard University in 1978. He is currently President
of the Board of the Baker Heart Research Institute, Chairman
of Melbourne IT Limited, Chairman of C E Bartlett Pty Ltd and
a non-executive Director of Mitchell Communication Group
Limited {formerly emitch Limited) and QSR International Pty
Ltd. He has prior experience in the bictechnalogy sector having
been Chairman of Meditech Research Limited from 2005 to
2006, when it was taken over by Alchemia Limited.




Amongst other previous Board roles, he was also a non-
executive Director of Memtec Ltd, a high technology filtration
company, from 1988 until 1997. Memtec Ltd listed on the
NASDAQ and then the New York Stock Exchange prior to being
taken over by a US company in 1997, Mr Stewart was National
Managing Partner of Minter Ellison, one of Australia's leading
laws firms, for 11 years, retiring in June 1999. He also spent five
years with Pacific Dunlop from 1976 to 1981 in a variety of
general management positions within the Footwear Group.

Election of Mr Don Clarke as a Director
{Resolution 3)

The Board recommends that Shareholders efect
Mr Don Clarke as a Director.

Clause 58 of the Company’s Constitution requires that a
Director appointed since the last AGM will hold office until the
end of the next AGM of the Company when the Director may
be elected. Mr Don Clarke, who was appointed as a Director
of the Company on 12 April 2007, is seeking election by
Shareholders.

BIOGRAPHY OF MR DON CLARKE, LLB (HONS)

Mr Don Clarke has been a partner with the law firm Minter
Ellison since 1988, after having joined the firm in 1980.

Mr Clarke gained his Bachelor of Law degree (with Honours)
from the University of Melbourne in 1576. His principal areas of
practice include capital raisings, corporate restructures, business
acquisitions and funding for business expansions and new
ventures. In 2005, Mr Clarke was appointed a non-executive
Director of Circadian Technologies Limited.

Ratification of Prior Issue of Shares {Resolution 4)

The Board recommends that Shareholders vate in favour of
Resolution 4.

DETAILS CF ISSUE

A total of 14,583,333 fully paid ordinary shares in the Company
at a price of $0.72 per share were issued through a Private
Placement of shares on 7 Decemnber 2006. Each share was
issued on the same terms and ranks equally in all respects with
existing fully paid ordinary shares on issue in the Company.

BASIS OF ALLOCATION

Shares were offered to domestic and offshore institutional,
prefessional and sophisticated investors, as identified by
Metabolic and ABN AMRO Morgans.

REASONS FOR THE ISSUE — USE OF FUNDS RAISED

These shares were issued to raise money for the Company’s
working capital purposes. The placement was undertaken

to raise funds to prepare for the expected further dlinical
development of A0D9604 for obesity and to accelerate
preclinical development af Metabolic's proprietary Oral Peptide
Delivery Platform, With the Company's ¢linical programmes
now discontinued, the majority of funds raised will be allocated
1o the development of the Oral Peptide Delivery Platform and
activities associated with the acquisition of new projects.

SHAREHOLDER APPROVAL

Under ASX Listing Rule 7.1, the prior approval of Shareholders
of the Company is required to approve an issue of securities

if the securities will, when aggregated with securities issued

by the Company during the previous 12 months, exceed

15 percent of the number of securities on issue at the
commencement of that 12 month period. ASX Listing Rules 7.4
and 7.4 provide that, where a company in a General Meeting
ratifies an issue of equity securities, the issue will be treated as
having been made with approval for the purpose of ASX Listing
Rule 7.1.

Therefore, if $hareholders approve Resolution 4, the Company
will be able to immediately issue further securities (up to the
15 percent in 12 months limitation} without Shareholder
approval. This will altow Metabolic to take advantage of new
opportunities as they arise. In that context, at the date of this
notice, the Company is not a party to any agreement or other
arrangement under which the Company will or may be required
to issue shares. Further, if the Company does decide to enter
into an agreement for the acquisition of a new project that is
material in the context of the nature and scope of the present
activities of the Company or would require the Company to
issue shares in excess of the 15 percent limit, the Company will
seek Shareholder approval.

METABOLIC NOTICE CF AGM 2007




NOTICE OF ANNUAL GENERAL MEETING 200/

EFFECT OF SHAREHOLDER APPROVAL

If approved, Resolution 4 will ratify and approve the previous
issue of 14,583,333 fully paid ordinary shares as set out above.

ADVANTAGES TO THE PASSING OF RESOLUTION 4

Ratification of the issue of the shares referred tc above will

enable the Company to issue additional shares in the future
(if necessary), up to the 15 percent limit, without requiring

Shareholder approval.

DISADVANTAGES TO THE PASSING OF RESOLUTION 4

The Directors do not believe that there are any disadvantages
to Shareholders which arise from ratification of the issue of the
shares set out in Resolution 4.

VOTING EXCLUSION STATEMENT
The Company will disregard any votes cast on Resclution 4 by:
= any person who participated in the issue of securities; and

» any associates of any person who participated in the issue of
securities.

However, the Company need not disregard a vote if:

e itis cast by a person as proxy for a person who is entitled to
vate, in accordance with the directions on the proxy form;
or

» itis cast by the person chairing the meeting as proxy for
2 person who is entitled to vote, in accordance with a
direction on the proxy form to vote as the proxy decides.




METABOLIC NOTICE OF AGM 2007
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Metabolic Pharmaceuticals Limited
ABN 96 083 866 862

Level 3, 509 5t Kilda Road,
Melhourne, Victoria 3004, Australia

T: +61 3 9860 5700
F: +613 98605777
E: info@metabolic.com.au

www,metabolic.com.au
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-l . All correspondsnce to:
m eta b 0 I | C Computershare Investar Services Pty Limited
Metabolic Pharmaceuticals Limited O o oot
ABN 96 083 866 862 y o 0na ustralia
. T ] N\ Enquiries {within Australia} 1300 850 505

Mark this box with an X if you have made any changes to your address delalls {see raverse} >/\< {autside Australia) 61 3 9415 4000
facsimile 61 3 9415 2555

www.computershare.com
Securityholder Reference Number (SRN)
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MR JOHN SMITH 1
FLAT 123

123 SAMPLE STREET

THE SAMPLE HILL

SAMPLE ESTATE

SAMPLEVILLE VIC 3030

Appointment of Proxy 11234567890 IND

IWe belng a memberfs D,i Metabolic Pharmaceulicals Lirﬂlted and enliled to atlend and vote heraby appoint " you are not appointing the Chairman of the Meeting as
the Chairman your proxy please write here the ful name of the —_
of the M_eetmg‘ ! OR individual or body carporate (excluding the registerec
(mark with an X) Securityholder) you are appointing as your proxy.

of failing the individual or body corporate named, or if no individual or body corperate is named, the Chalrman of the Meeting, as myfour proxy to act generally at the meeting on myfour
behalf and to vols In acsordance with the following directions {or if no directions have been given, as the proxy sees fit) at the Annual General Mesting of Melabalic Pharmaceuticals Limited
io ba held at Computershare Conference Centre, Yarra Falis, 452 Johnston Street, Abbatsford, Victaria on Fnday, 2nd November 2007 at 10.00am and a! any adjournment of that meeting

r -

Voting directions to your proxy - please mark | . X' to indicate your directions

) For Against Abstaln"

Resolution 1 To adopt the Remuneration Repert for the year ended 30 June 2007*
Resolution 2  Election of Mr Rob Stawart as a Director
Resolution 3 Election of Mr Don Clarke as a Director

Resolution 4 Ratification of Prior Issue of Shares

In additlon to the Intentlon advised above, the Chalrtan of the Maeting Intends to vots undirectsd proxles in favour of each of the other ifems of business.

* If you mark the Abstain box for a particular item, you are directing your proxy not o vole an your behalf en a show of hands or on a poll and your voles will not be

counted in computing the required majority on a poll.

** The vole on this resolution is advisory anly and does not bind the Company or its Directors. I

Appointing a second Proxy
1We wish to appoint a second proxy

Mark with an ‘X’ if you State the percentage of your voting rights or the

; , )
wish to appoint a AND % OR number of securities for this Proxy Form.
second proxy.

PLEASE S!GN HERE  This section must be signed in accordance with the instructions overleaf to enable your directions to be implemented.

Individual or Securityholder 1 Securityholder 2 Securityholder 3
Individual/Sote Director and Director DirectoriCompany Secretary
Sole Company Secretary

In addition to signing the Proxy form in the above box{es) please provide the information below in case we need to contact you.

Contact Name Contact Daytime Telephone Date
B wver 1 PR wonone T




How to complete this Proxy Form

1 Your Address

This is your address as il appears on the company's share register. !f this informatien is incarrect, please mark the box and make the correction
on the form. Securityholders sponsored by a broker (in which case your reference number overieaf will commence with an ') should advise your
broker of any changes. Please note, you cannot change ownership of your securities using this form.

2  Appointment of a Proxy

I§ you wish to appoint the Chairman of the Meeting as your proxy, mark the box. ¥ the individual or body corporate you wish to appoint as
your proxy is someone other than the Chairman of the Meeting please write the full name of that individual or body corporate in the space
provided. If you leave this section blank, or your named proxy dees not attend the meeting, the Chairman of the Meeting will be your proxy.
A proxy need not be a securityholder of the company. Do not write the name of the issuer company or the registered securityholder in the
space.

3 Votes on ltems of Business

You may direct your proxy how to vote by placing a mark In one of the three boxes opposite each item of business. All your securities will be
voted in accordance with such a direction unless you indicate only a portion of voting rights are to be voted on any item by inserting the
percentage or number of securities you wish to vote in the appropriate box or boxes. If you da not mark any of the boxes on a given item,
your proxy may vote as he or she chooses. If you mark more than one box on an item your vote on that item will be invalid.

4  Appointment of a Second Proxy

You are entitied to appaint up ta two proxies to attend the meeting and vote on a poll. If you wish to appoint a second proxy, an additional
Proxy Farm may be obtained by telephaning the company's share registry or you may copy this form.

To appoint & second proxy you must:

(a) incicate that you wish to appoint a second proxy by marking the box.

fb)  on each of the first Proxy Form and the second Proxy Form state the percentage of your voting rights or number of securities
applicable to that form. If the appointments do not specify the percentage or number of votes that each proxy may exercise, each
proxy may exercise half your votes. Fractions of votes will be disregarded.

{c) return both forms together in the same envelape.

5  Signing Instructions

You must sign this form as follows in the spaces provided:

Individual: where the holding is in one name, the holder must sign.
Joint Holding: where the holding is in more than one name, all of the securitynolders should sign.
Power of Attorney: 1o sign under Powaer of Attorney, you must have already lodged this document with the registry. 1f you have not

previously lodged this document for notation, please attach a certified photocepy of the Pawer of Attorney to this
form when you return it.

Companies: where the company has a Sole Director who is also the Sole Company Secretary, this form must be signed by
that person. If the company {pursuant to section 204A of the Corporations Act 2001) dees not have a Company
Secretary, a Sole Director can also sign alone. Otherwise this form must be signed by a Director jointly with either
another Director or a Company Secretary. Please indicate the office held by signing in the appropriate place.

If a representative of a corporate Securityhalder or proxy is to attend the meeting the appropriate “Certificate of Appointment of Corporate
Representative™ should be produced prior to admission. A form of the certificate may be obtained from the company's share registry or at
www.computershare.com.

Lodgement of a Proxy

This Proxy Form {and any Power of Attorney under which it is signed) must be received at an address given below no later than 48 hours
before the commencement of the meeting at 10.00am on Friday, 2nd November 2007, Any Proxy Form received after that time will not be valid
for the scheduled meeting.

Documents may be lodged using the reply pald envelope or:

IN PERSON Share Registry - Computershare Investor Services Pty Limited, Yarra Falls, 452 Johnston Street, Abbotsford VIC 3067 Australia
BY MAIL Share Registry - Computershare Investor Services Pty Limited, GPO Box 242, Melbourne VIC 3001 Australia
BY FAX 61 3 9473 2555

(EE0I9_M S
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COMPANY PROFILE

Metabolic Pharmaceuticals Limited (ASX: MBP, NASDAQ OTC. MBLPY) is a Melbourne based,
ASX listed biotechnology company with 300 million shares on issue. Metabolic’s focus is to take

drug candidates through research, formal preclinical and clinical development. The Company’s

lead project is the development of a platform for the oral delivery of existing injectable peptide

drugs. This platform has the potential to generate muitiple internal projects as well as a variety of

licensing opportunities.

VISION MISSION

To be an Australian based, “global top 10" Metabolic’s mission is to hring to-the market

biopharmaceutical company innovative drugs which will improve people’s

lives and return value to stakeholders
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2006/07 YEAR IN BRIEF

2006

July NRP project (Neural Regeneration Peptides)
Research published in the peer-reviewed science journal, Experimental Cell Research

September  Pain project*
Commencement of a Phase 24 programme, involving tvio separate tnals in neurepathsc pan patients
The first trial commenced in patients with neuropathic soatic pain

November Pain project™
Commencement of an additional Phase 1 safety study to test igher doses of ACYT
Probabie target of ACVT vas identified by independent US scienusts
An oral variant of ACY! was cieated and successtully tested on rodents
Oral Paptide Delivery Platform
Prool-of -concept estabhshed in rodent studies

Decamber Funding
Private Placement of shares amounting to A$10'S million

Obesity project*
On ume completion of the Phase 2B CPTIONS Study (500+ subjects completed treatment).

2007
February Obesity project*
Results of the Phase 2B OPTIONS Study reporied and project discontinued

March Pain project”
Results of the Phase 1 extension study announced with no safety issues reported
Commencement of the second trial in the Phase 2A programme in patients vath diabatic neuropathic pain
and post-herpelic neuralgia.
Leadership

Several Board changes including the appomtment of Mr Rab Stewart as Chaivman

Pain project*

On time completion of the first trial in the Phase 2 A programme in patients vith neuropathic saiatic pain
(41 patients completed treatment).

* [Aetabolic's obesity and pain projects were discontinued in February and August 2007, respectively

CURRENT STATUS

+ Metabolic's proprietary technology, the Oral Peptide Delivery Platform, has the potential to

generate multiple internal projects as well as a variety of licensing opportunities.
Possible out-licensing opportunities for osteoporosis drug, AGD3604.
Metabolic will seek to acquire new preclinical and / or clinical stage drug candidates.

Strong financial position with A$18 million in cash reserves as at 29 August 2007.
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MESSAGE FROM THE CHAIRMAN

“I am committed to working with the Metabolic team and will be striving to rebuild value
for shareholders, recognising that this will be z difficult period for the Company”

Mr Rob Stewart, Chairman

Dear Shareholders,

In April 2007, | accepted an invitation to join the Board of Metabolic
as an independent, non-executive Chairman. At the time of my
appointment the obesity project had clesed but the neuropathic
pain programme was some months into its first Phase 2 clinical trial,
The discontinuance of the neuropathic pain programme was clearly
a major setback for Metabolic. In developing its thinking around the
future, the Board has taken into account its belief in the potential
value of the Company's proprietary Oral Peptide Delivery Platform.
In the last six months we have seen encouraging progress with this
platform which aims to develop new versions of peptide drugs so
that they can be swallowed rather than injected.

Qur primary objective now is to accelerate the development of our
Oral Peptide Delivery Platfarm. This technology has been used
in rodent models, to create new, oral versions of peptide drugs,
including insulin, a drug which in its injected form has a global
market of around US$7 billion a year. With many hundreds of
peptide drugs in development or on the market, the Board believes
this platform halds significant potential value, and the majority

of Metabolic’s research activities over the next 12 months will be
dedicated to the project. At the same time we will consider in a
measured and thorough way, the possibility of adding new,
preclinical and / or clinical stage projects to the pipeline through
in-licensing arrangements, collaboration or M&A activity.

The company has taken a number of steps, incuding reducing

our staff levels by two-thirds, to conserve its capital so a3 to ensure
that sufficient funds will be available to support the development
of its pipeline in the medium-term,

During the year, there were a number of changes to Metabolic’s
Board of Directors. Mr Patrick Sutch and Ms Robyn Baker resigned
in April 2007, and US-based Director, Dr Evert Vos resigned in
July 2007. More recently, Dr Arthur Emmett, who had served as
Chairman from the formation of Metabolic in 1998 uatil April
this year, resigned in late August and on 30 August 2007,

Dr Chris Belyea also resigned as a Director, and will be leaving
the Company in September 2007. Dr Belyea is the founding
inventar of our Oral Peptide Delivery Platfarm and will continue
to be involved in the development of this project as a consultant,
alongside a team of independent experts. We sincerely thank

all of these former Directors for their contribution.

Mr Don Clarke, joined the Company as a non-executive Director

in April 2007. Mr Clarke is a partner of law firm, Minter Ellison and
he currently serves on the Board of Metabolic’s largest shareholder,
Circadian Technologies Limited.

Our governance policies and practices have been tailored 1o suit
Metabolic’s current stage of development. During the year we
strengthened several governance policies, including our

Market Disclosure Protoco! and Share Trading Poficy. We are also
focussed on Risk Management with the implementation of an
Enterprise Wide Risk Management framework. Each year we consider
our gavernance policies and practices in light of the ASX Corporate
Governance Council’s Principles of Good Corporate Governance

and Best Practice Recommendations (Recommendations). In most
instances Metabolic has followed these Recommendations. With the
current size and composition of the Board it is not possible to meet
all of these Recommendations - in particular the Recommendations
that relate to Board composition and the membership of our Audit
Committee and Remuneraticn Committee, We are conscious of
ensuring the appropriate skill set for leadership, and we will be
locking to add to the Board directors with appropriate research,
drug development and commercial backgrounds,

I would like to take this opportunity to thank all of the current
and former staff of Metabolic who have worked extremely hard,
diligently, and always with the Company’s best interests at the
forefront of their minds.

As Metabolic’s experience over the past year has shown, the
biotechnology industry can be a very difficult sector within which to
operate. Although the potential upside might be great, the risks are
high. A number of people liken it to being in the mining exploration
business. The satisfaction that ¢can come with finding a solution that
can improve the health and well-being of patients around the world
is an aspect that provides an additional incentive to be involved in
such a stimulating industry. | am committed to working with the
Metabolic team and will be striving to rebuild value for shareholders,
recognising that this will be a difficult period for the Company.

Rob Stawart
Chairman

3 September 2007




CHIEF EXECUTIVE OFFICER'S REVIEW

“We intend to further accelerate the Oral Peptide Delivery Platform in order to reach key value
adding milestones as quickly as possible... we will be directing the majority of our resources towards
developing this platform and activities associated with acquiring new projects”

Dr Roland Scollay, Chief Executive Officer

Dear Shareholders,

This past year has certainly presented Metabolic with some major
challenges. In February 2007, the results of the Phase 2B OPTIONS
Studly led us to discontinue our obesity programme, and more
recently, new and unexpected data resulted in the closure of our
neurcpathic pain programme. Although we have been putting a lot
of effort into expanding and diversifying our pipeline, the loss of
our two lead clinical stage programmes has been a major setback.
These changes 1o our project pipeline are clearly a disappointment
to aur sharehalders, to the many people who had hoped to one day
benefit from these drugs, and to the Board, the management and
the staff of the Company.

Despite this, { believe there is significant value in the Company.

The Oral Peptide Delivery Platform, a research project we have been
working en for more than a year, is progressing well. If successful,
this platform can deliver considerable value to the Company.
Nonetheless, it is clear that earlier stage programmes such as this
carry greater risk than more mature ones. We are in a reasonably
strang financial position with A$18 million in cash reserves. We will
be directing the majority of our resources towards developing the
Oral Peptide Delivery Platform and activities associated with
acquiring news projects.

Metabolic discontinues obesity programme following
Phase 2B trial results

In February 2007, results of the Phase 2B OPTIGNS Study indicated
that A0D9604 would be difficult ta develop as an obesity treatment
for the general population. Under the trial conditions the drug failed
to deliver the results necessary to allow progression into Phase 3
trials, the final phase before market. The primary endpoint was not
met and accordingly the Board determined the results were not
sufficient to continue development of AOD9604 for obesity.

To continue developing the drug would have required ancther large
and expensive Phase 2B trial targeting a smaller specific population.
A further trial could have cost up to A$10 million and would still
involve significant risk. The Board determined it was in the best
interests of shareholders te allocate our funds to other programmes
in Metabolic’s pipeline.

Clinical development programme for pain drug closed,
based on new data

In September 2006, Metabolic commenced a Phase 2A programme
to investigate the safety and tolerability of ACV1 in patients with
various neuropathic pain conditions, Shortly after commencing the
first trial in this programme (for sciatic neuropathic pain) we received
valuable, additional information about hows this drug works to relieve
pain. A group of leading academic researchers in the US, working

independently of Metabolic, identified the particular recepter (drug
target) in rodents that ACVT blocks, the 9«10 nicotinic acetylchaline
recepior (nAChR). Based on this important new information we
immediately commissioned the same US-based scientists, leaders in
the world in this field of research, to do further laboratory studies.
The aim was to examine the effects of ACVT on the human form of
the u9x10 nAChR, with the cbjective of gaining information which
would help determine the best dose to be used in future clinical trials.

We completed the Phase 2A sciatic neuropathic pain trial in

June 2007 and were awaiting the final analysis of the data, when

we received results of the above-mentioned laboratory studies
conducted in the US. These studies indicated, surprisingly, that ACY7
is dramatically less able to block the human a%9a10 nAChR than it is
1o black the equivalent rodent receptors, which indicated that much
higher doses of ACV1 would be necessary to see effects in humans.
This meant that the clinical trial results were of limited value since

the doses of the drug used in the trial were well below the levels

we now know would be needed to be effective. Unfortunately it

is not feasible to develop this drug at the dose level required, and
therefore the clinical programme for ACYT has been closed. For more
information regarding this project refer to the Review of Operations
in the Directors’ Report. This is a typical, albeit disappointing example
of efficient drug development, where the clinical trials progress

as quickly as possible, while new or additional data is gathered in
parallel studies. In this case, and indeed quite commonly in this
industry, the additional data tells us that further development is
unwarranted. The sooner we fearn this, the less money is spent on

a drug that cannot be commercialised.

We are extremely disappointed about closing our ACYT programme
and for the many patients who suffer from debilitating neuropathic
pain, particularly those who are not relieved by the limited
medications currently available.

Our key priorities moving forward: the Qral Peptide
Delivery Platform and acquiring new projects

We have already begun to accelerate work on the development of
the Oral Peptide Delivery Platform in order to reach key value adding
milestones as quickly as possible. We may then seek to partner

same early examples of cral peptides, even before they reach the
dlinic, to help accelerate the time lines for possibly bringing them

to market as well as to help finance the development of other
projects. Furthermore, to facilitate value growth, we will examine the
possibility of acquiring additional preclinical and / or clinical stage
projects to our pipeline via in-licensing arrangements, collaboration or
M&A activity. Under current circumstances, we will not be developing
the osteoporosis programme independently and will seek a partner to
work with us on that programme.
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CHIEF EXECUTIVE OFFICER'S REVIEWV

Metabolic's Oral Peptide Delivery Platform has made
encouraging progress

We are very pleased with the recent progress of Metabolic’s

Oral Peptide Delivery Platforrn, a proprietary technology which has
been used to make oral versions of injectable peptides. Most peptide
drugs are only effective when injected and are not abscrbed wel!
when swallowed. There are hundreds of injectable peptide drugs on
the market or in development, including very commercially valuable
drugs such as insulin. These drugs would be more convenient and
potentially more profitable if they were effective when swallowed.
The total global market for protein and peptide drugs was estimated
10 be US$57 billion in 2005, The major drawback of peptide drugs
is that they usually need to be injected. Finding ways ta make these
valuable drugs orally available has been a major, but elusive goal of
drug developers worldwide.

During the year, Metabolic's scientists used the Oral Peptide Delivery
Platform to create oral versions of peptide drugs, incduding insulin.
These new oral drugs were tested in mice and demonstrated
promising levels of oral availability. The oral availability refers to the
percentage of drug which gets to the target site of the body in active
form after being swallowed. In the case of our modified version

of insutin, the level of oral availability ranged from 10-20 percent,

a clinically and commercially significant level. The Company’s internal
research efforts are now fully focussed on the oral delivery of certain
high value peptide drugs, including insufin, and further development
of the platform for broader application. If we can successfully
generate oral versions of even a small proportion of the peptide
drugs available, this platferm could foster multiple out-licensing
opportunities. These efforts are still at the research stage, so specific
drug candidates are not expected to reach clinical triaks for at least
two years. However, clear proof-of-concept with some of these drugs
could lead to licensing or partnering opportunities much sooner.

The Oral Peptide Delivery Platform is now our major research project,
and we intend to allocate the majority of Metabolic's research
activities to accelerate its development. We will be reporting progress
as further milestones are achieved. Detailed information regarding
this platform is included in the Review of Operations in the

Directors’ Report.

Animal studies are underway for our aostecporosis
programime

Metabolic has been exploring the effects of AOD3604 on
osteoporosis. ACDSE04 is a fragment of human Growth Hormone,

a molecule with known effects on energy metabolism and bone.,
Based on in vitro laboratory studies, extensive rodent experiments
and published human data with human Growth Hormone, we believe
that AOD9604 may play a role in the prevention and / or treatment
of asteoporosis.

Rodent studies are currently in pragress te investigate the effect of
different doses of the drug, and its potential to treat the disease, as
well as prevent it. Once we have results of these studies we will seek
out-licensing arrangements fer the clinical development of the drug.
Given the extensive duration and costs involved in osteoporosis trials,
we do not intend to continue developing the drug ourselves. One of
the advantages of having previously investigated AQD9604 for ancther
condition is that we have extensive safety data on the drug, which has
been tested in almost 1,000 patients with no safety or tolerability
issues reported.

Staff changes

As a result of the closure of our two clinical programmes and

the emphasis on our Oral Peptide Delivery Platform, we have

taken a number of cost-cutting measures including staff changes.
Since February 2007, staff numbers have been reduced by two-thirds,
leaving the Company with eight full-time equivalent staff, including
reduced laboratory staif, Different skills will now be needed to
suppert the Oral Peptide Delivery Platform and these are currently
being sought. We are grateful to the employees we have had to let
go, many of whom have been with the Company for several years,
who have been hard working and given very loyal service.

Metabolic is in a goed financial position with

‘A$18 million in cash reserves

Despite the challenges faced throughout the year, we have ended
the financial year in a reasonably strong financial position. Qur cash
reserves are sufficient to fund the Oral Peptide Delivery Platform
through the next stage of development and activities associated
with acquiring new projects.

The Board and management of Metabolic thank shareholders for
their suppart and look forward to reporting ongeing progress during
the year ahead.

Bhoas ity

Roland Scollay
Chief Executive Officer

3 September 2007



DIRECTORS' REPORT

The Board of Directors of Metabolic Pharmaceuticals Limited
("Metabolic™) resolved to submit the following report together
with the Annual Financial Report in respect of the financial year
ended 30 June, 2007.

BOARD OF DIRECTCRS

The names and details of Directors and the Company Secretary during
the year and until the date of this report are contained in this sectien.
Directors were in office for the entire period untess ctherwise stated.

MR ROB STEWART (APPOINTED IN APRIL 2007)

Non-executive Chairman, LLB {Hons), B.Com, MBA (Harvard)
Mr Rok Stewart is a company director and management consultant.
Mr Stewart gained his Bachelor of Law degree (with Honours} and
Commerce degree from the University of Melbourne in 1971 and
1972 respectively, and obtained an MBA from Harvard University
in 1976, He is currently President of the Board of the Baker Heart
Research institute, Chairman of Melbourne IT Limited, Chairman
of C £ Bartlett Pty Ltd and a non-executive Director of Mitchell
Communication Group Limited (farmery emitch Limited) and QSR
International Pty Lid. He has prior experience in the biotechnology
sector having been Chairman of Meditech Research Limited from
2005 to 2006, when it was taken aver by Alchemia Limited,

Amangst other previous Board roles, he was also a non-executive
Director of Memtec Ltd, a high technology filtration company, from
1988 until 1997. Memtec Ltd listed on the NASDAQ and then the
New York Stock Exchange prior to being taken aver by a US company
in 1997. Mr Stewart was National Managing Partner of Minter Ellison,

one of Australia's leading law firms, for 11 years, retiring in June 15599.

He also spent five years with Pacific Dunlop from 1976 10 1981 ina
variety of general management positions within the Footwear Group,

Mr Stewart brings to the Board a wealth of experience as a Director
and Chairman of various publicly listed comgpanies and extensive broad
ranging commercial expertise.

Other listed directorships held during 1 July 2004

and 30 June 2007

Melbourne T Limited (eight years); Meditech Research Limited {during
2005-20086); Mitchell Communication Group Limited {seven years);
Forest Enterprises Australia Ltd (during 2000-2004); Uecomm Ltd
{during 2000-2004),

DR ROLAND SCOLLAY

Chief Exacutive Officer, BS¢, PhD, FAICD

Dr Roland Scollay was appointed Chief Executive Cfficer on

1 February 2005, having been a non-executive Director of the

Company since November 2002. Dr Scollay gained his PhD in
immunology in 1972 at the John Curtin School of Medical Research

in Canberra, He then spent 24 years as a research scientist, including

13 years at the prestigious Walter and Eliza Hall Institute and eight years
at institutions in the US and Europe, publishing more than 150 papers
and articles. In the mid-nineties, he moved 1o the US and worked in two
biotechnology companies (SyStemix and Genetic Therapy In<) as Vice
President of Research and in Novartis, a global pharmaceutical corpany,
as a member of their global Research Management Beard.

In 2000 Dr Scollay took a position as Chief Scientific Officer and
subsequently President and Chief Executive Officer at Genteric,
a San Francisco based, venture capital funded, start-up company.
He then returned to Australia in 2002 to take a position at
Monash University as Director of Commercialisation within the
Faculty of Medicine, Nursing & Health Sciences.

Mr Rob Stewart

Dr Roland Scollay
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Dr Scollay brings to the Board a strong scientific background and a
keen understanding of the commercial drug development process,

induding insight into the workings of large pharmaceutical companies.

He also has extensive experience and training in the management
and governance of small companies, and in business and finance.
Dr Scollay is a Graduate and Fellow of the Australian institute of
Company Directors.

Cther listed directorships held during 1 July 2004
and 30 June 2007

Mil.

DR CHRIS BELYEA

Chief Scientific Officer and Executive Director, BSc(Hons),

PhD, FIPAA

Dr Chris Belyea has been in the role of Chief Scientific Officer since
February 2005. He received his PhD in physics from the University
of Melbourne and from 1991 was a Patent Attorney with Griffith
Hack. In 1996 Dr Belyea joined Circadian Technologies Limited as
Licensing and Projects Manager and in 1998 he became the founding
CEO and Managing Director of Metabolic and occupied dual roles
with Metabolic and Circadian until devoting his activities full-time to
Metabolic in 2001. He was also the founding Managing Director

of Antisense Therapeutics Limited in 2000, which listed on the

ASX Limited in 2001.

Dr Belyea brings to the Board the corporate memory of Metabolic,
strong scientific and patent skills, and extensive experience in

the creative management and growth of public biotechnology
companies. His responsibilities include overseeing programmes to
increase the scientific understanding of the Company’s projects as
well as identifying and selecting new research and development
opportunities to expand the Company’s pipeline.

Dr Chris Belyea

Other listed directorships held during 1 July 2004
and 30 June 2007

Antisense Therapeutics Limited (seven years),

MR DON CLARKE (APPOINTED IN APRIL 2007)
Non-executive Director, LLB {Hons}

Mr Don Clarke has been a partner with the law firm Minter Ellison
since 1988, after having joined the firm in 1980. Mr Clarke gained
his Bachelor of Law degree {with Henours) from the University of
Melbourne in 1976. His principal areas of practice include capital
raksings, corporate restructures, business acquisitions and funding

for business expansions and new ventures. n 2005, Mr Clarke was
appointed a non-executive Director of Circadian Technologies Limited
and is currently the Chairman of their Remuneration Committee.

Mr Clarke brings to the Board extensive industry experience and
legal expertise.

Other listed directorships held during 1 July 2004

and 30 June 2007

Circadian Technologies Limited {two years).

DR ARTHUR EMMETT (RESIGNED IN AUGUST 2007)
Non-executive Director, MB BS

Dr Arthur Emmett has an extensive medical background, as well

as substantial experience in drug development, the management

of global pharmaceutical companies and as a non-executive Director
of biotechnology companies. Dr Emmett served as non-executive
Chairman of Metabolic from 1 November 1698 tc 4 April 2007

and continued serving on the Board as a non-executive Director
until 28 August 2007. Dr Emmett was also a Director of Proteome
Systems Limited during 2005 to 2007.

Mr Don Clarke



DR EVERT VOS (RESIGNED IN JULY 2007)

Non-executive Director, BSc(Hons), BMedSc, PhD, MD

Dr Evert Vos has an extensive background in the pharmaceutical
industry, including experience in clinical development, and as a
professor and research physician, Dr Vos served as a non-exacutive
Director of Metabolic from 1 November 1998 to 6 July 2007.

MR PATRICK SUTCH (RESIGNED IN APRIL 2007)

Non-executive Director

Mr Patrick Sutch has extensive international banking experience
including previous management rales within Hong Kong and Shanghai
Banking Corporation {now HSBC) and NASDAQ International Limited.
Mr Sutch served as a non-executive Director of Metabolic from

7 May 2004 to 4 April 2007.

MS ROBYN BAKER (RESIGNED IN APRIL 2007)

Non-executive Director, LLB (Hons), BA, GCertMgt, GDipAppFin
Ms Robyn Baker is a Partner in the Corporate Practice Group of the
Melbourne office of Clayton Utz and has experience in life sciences
and commerdial law. Ms Baker served as a non-executive Director of
Metabolic from 31 Octcber 2005 to 4 April 2007

MS BELINDA SHAVE

Company Secretary / Financial Controller

Ms Belinda Shave worked for several years as a legal executive

before entering the pharmaceutical research and development field,
where, over the past 19 years, she has gained considerable experience
in the areas of financial management and compliance matters.

Ms Shave was initially employed by Circadian Technologies Limited, a
substantial sharehalder of Metabolic. In 1998, she joined Metabolic
as Financial Controller and in September 2003, was appointed
Company Secretary. Ms Shave is an affiliate member of Chartered
Secretaries Australia.

Ms Belinda Shave

EXECUTIVE MANAGEMENT

The profile of each Executive and their respective key responsibility
areas:

DR ROLAND SCOLLAY

Chief Executive Officer, BS¢, PhD, FAICD
Refer to the Board of Directors section in this Directors’ Report.

DR CHRIS BELYEA

Chief Scientific Officer and Executive Director BSc{Hons),
PhD, FIPAA

Refer ta the Board of Directors section in this Directors’ Report.

MS BELINDA SHAVE

Company Secretary / Financial Controller
Refer to the Board of Directors section in this Directors’ Report.

DR CAROLINE HERD

Vice President - Clinical & Regulatory Affairs, BSc, PhD

Dr Caroline Herd returned to Australia in November 2001, after
working in the UK for 12 years, to join Metabolic as Associate
Director - Drug Development in November 2001 and subsequently
as Vice President - Clinical & Requlatory Affairs. Dr Herd received
her PhD in pharmacolegy from the University of Adelaide in 1990.
Her doctoral studies included both ¢linical and praclinical research
conducted at the Royal Adelaide Hospital and at Sandoz AG, Basel,
respectively. Her post-doctoral studies were conducted in the
Department of Pharmacology, Kings Coflege London, in the areas of
thrombosis and respiratory disease, During this time she was involved
in collaborations with numerous research institutions, including the
Pasteur Institute, Paris and the University of Perugia, ltaly.

Dr Caroline Herd
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in 1998 Dr Herd joined AstraZeneca (formerly Astra Pharmaceuticals)
in Loughborough, UK, where she was involved in the clinical
development of new drugs. Dr Herd is experienced in a range of
therapeutic areas gained both within academia and industry. She

is the authar of over 25 papers, book chapters and review articles.

Dr Herd is responsible for the management of Metabolic's clinical
programmes.

MR PETER DAWSON (UNTIL APRIL 2007)

Chief Financial Officer, B.Bus, FCA

Mr Peter Dawson has an extensive Australian and international
commercial finance background. Mr Dawson was employed as
Chief Financial Officer from 1 September 2005 to 1 April 2007.

PRINCIPAL ACTIVITIES

Metabolic’s focus is to take drug candidates through research, formal
preclinical and ¢linical development. The Company is developing a
platform for the oral delivery of existing injectable peptide drugs.
This ptatform has the potential 1o generate multiple internal projects
as well as a variety of licensing opportunities. In addition, the
Company has a number of other research projects, details of which
are set out later in this Report.

EMPLOYEES & OPERATING MODEL

Metabolic currently employs a small number of corporate and
laboratory staff, The Company's operating model is to make optimal
use of outsourcing to expert contractors and consuliants, to gain
access to the best possible expertise in each facet of the Company's
development operations. Metabolic's contracting and consultancy
netwark is worldwide, but concentrated mostly in Australia,

North America and Europe. External contracts cover all aspects of
the drug development process including toxicology, manufacturing,
formulation, clinical trials and regulatory affairs.

The Metabolic Board oversees the strategic direction of the
Company and has the benefit of high level drug development and
commercial expertise.

LABORATQRY

In tandem with outsourced activities, Metabolic's internal laboratory
supports key aspects of preclinical and clinical development.

The Company employs highly skilled scientists in the laboratory,
which is a leased facility at the Baker Heart Research Institute in
Melbourne, just a few hundred metres from the corporate offices.

The activities of the labaratory support the development of the
Company’s projects by enhancing the scientific understanding of
the compounds in development, for example, in mechanism of
action studies and in development of analytical methods. The
laboratory houses the state of the art equipment required to
undertake research programmes encompassing protein chemistry,
analytical chemistry and ceil bialogy. This has enabled Metabolic
to conduct research in areas such as the mechanism of action of
its lead drugs as well as research support for ongoing clinical trials,
including stability bioassays and capsule/tablet release testing.
This group has recently been significantly reduced in size following
the discontinuance of the neuropathic pain project and will be
refocussed to meet the current needs of the Company. Metabolic’s
scientists have been trained to comply with industry standards in
relevant aspects of occupational health and safety and radiation
safety. Metabolic’s laboratory is a certified Physical Containment
Level 2 {PC2) facility.




REVIEW OF OPERATIONS

OBESITY PROJECT DISCONTINUED

Results from the Phase 2B OPTIONS Study did not support
the commercial viability of AOD9604 as a treatment for
chesity

On 21 February 2007, Metabolic announced that the Phase 2B trial
results for its drug, AOD9604, did not support the commercial
viability of the drug as a treatment for obesity. As a result this
programme has been discontinued,

Metabolic has compiled a list of answers to the most frequently asked
questions (FAQs) regarding the trial results. These FAQs are available
from Metabolic’s website www.metabolic.com.au in the Our Business
section under Histerical information.

Results of the Phase 2B OPTIONS Study

Weight loss acrass the OPTIONS Study population was less than
expected and did not reach statistical significance, After allowing for
the effects of the diet and exercise programme, weight loss was less
than 1 kg in all dose groups, at both the 12 and 24 week time points.

The Phase 2B OPTIONS Study included a diet and exercise
programme. Far an obesity drug to be marketed to the broadest
target population the Food & Drug Administration (FDA) guidelines
require obesity trials to include ‘life style change’ which is generally
taken to mean a diet and exercise programme. In the OPTIONS Stucdy,
there were high levels of weight loss seen in the placebo group (diet
and exercise but no drug) as well as in the AOD9604 treated groups.

Safety and tolerability of AOD9604 was excellent in this clinical

trial, as observed in previous studies. The safety data are particularly
valuable as Metabolic is currently investigating AOD9604 for its
patential use in osteoporosis {further information is included in this
Review of Operations).
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REVIEW OF OPERATIONS cONTINUED...

NEUROPATHIC PAIN PROJECT DISCONTINUED

The development of ACV1 has been discontinued based
on new data

A key element in the clinical development and commercialisation

of a drug with a novel mode of action is to understand how the
drug works in the body, and in particular, which biochemical

target the drug acts upon. In November 2008, a group of leading
academic researchers, working independently in the US, identified
the particular malecule in rodents that ACVT potently blocks, the
a9ul 0 nicotinic acetylchaline receptor (nAChR). This independent
research was published in the Proceedings of the National Academy
of Sciences of the US, Vincler et al, (2006) PNAS 103:17880-17884.
Metabolic used this important information to commission further

in vitro studies by the same US researchers ta investigate the activity
of ACVT an the human a9a10 nAChR. The Company undertook
these studies with the objective of gaining accurate information
about dose selection for use in future clinicat trials.

On 14 August 2007, Metabolic anncunced the results of in vitro
studies on the ability of ACV1 to block the human a9alQ® nAChR, the
probable target of ACVT. While there is often similar activity of drug
candidates across human and rodent receptars, the results indicated
that ACV1 is dramatically less able to black the human aSal0 nAChR
than it is to block the equivalent rodent receptors. The lower ability
of ACVT to block the human a9a10 nAChR means that much larger
doses of ACV1 than the dose used in previous clinica! trials woutd be
necessary to see effects in humars. Doses at the required level are

unlikely to be feasible as the drug would be impractical to administer
and the cost of goods would be tao high. As a resuit, the Company
determined that the ACVT clinical programme was no longer tenable
and the project was discontinued.

This outcome is disappeinting in light of the excellent progress
made during the year, including commencement of the Phase 2A
programme and successful completion of the first of two trials

in neuropathic pain patients. In November 2006, the Company
conducted an additional Phase 1 safety study 1o test higher doses of
ACV1 in healthy rales, with no safety or tolerability issues reported.

Another milestene, achieved by Metabolic scientists, was the creation
of an oral variant of ACV1 which, in rodent studies, displayed
apparent oral availability in excess of 30 percent, a clinically and
commercially significant level.

Phase 2A trial in patients with sciatic neuropathic
pain completed

In September 2006, Metabolic commenced its Phase 2A programme,
involving two clinical trials. The results of the first trial exploring the
effects of ACY? in patients with sciatic neuropathic pain indicated the
drug had an acceptable safety and tolerability profile, but no evidence
of efficacy was seen, compared to placebo. For the reasons stated
above, this programme has been discontinued,




METABOLIC'S ORAL PEPTIDE DELIVERY PLATFORM

Metabolic's fead project is the development of a piatform that may be used te create new versions of infectable peptide drugs so that they are

effective when swallowed.

Platform profile

*  Oral Peptide Delivery Platform is based on an understanding of the structure of Metabolic’s drug,

AOD9604, which is inherently orally available

*  Proof-of-concept established in rodent studies

*  Broader applicability under investigation by Metabolic in ongoing animal studies

*  Approximately 600-700 peptide drugs in development or on the market globally, with the
majority of these peptides only effective if injected

*  Global market for protein and peptide drugs was around US$57 billion in 2005

*  Potential to generate multiple internal projects as well as a variety of licensing opportunities

Progress during 2006-07

s  Established proof-of-concept in rodent studies, with pain drug
(ACV!) with apparent oral availability in excess of 30 percent,
a clinically and commercially significant level

*  Qral versions of other peptide drugs created, inciuding insulin,
and tested in rodents with encouraging results

The majority of peptide drugs are not effective
when swallowed

Most peptide drugs must be injected as they do not effectively
survive gastric or intestinal digestion when swallowed and/or are
poorly absorbed, Peptides are a class of drugs which when swallowsed
are usually broken apart by digestive enzymes or acid in the stomach
and intestines before they have a chance to be absorbed. Metabolic
has developed a platform which has the potential to create new,

oral versions of injectable peptide drugs with enhanced absorption.

There are approximately 600-700 peptide drugs on the market or
in development and the estimated global sales value of protein and
peptide drugs was around US$57 billion in 2005, A technology to
create oral versions of any of these peptides would be of significant
commercial value, particularly as some of these drugs are limited
economically while they have to be injected.

Proof-of-concept established in Metabolic’s
pain drug

Metabolic used the Oraf Peptide Defivery Platform to develop an

oral variant of its now discontinued neuropathic pain drug, ACV1.

In rodent studies, where the drug is quite effective, this oral variant
demonstrated analgesic effects equal to thase seen with the injected
drug. with apparent orat availability in excess of 30 percent, a clinicatly
and commercially significant level. Whilst the development for ACV!
has since been discontinued, the creation of a functional oral variant
of ACV! and results from subseguent rodent studies provided
important proof-of-concept for the Cral Peptide Defivery Platform.

The next milestone is to explore oral availability of other
modified peptide drugs in animals

Metabolic has used its Oraf Peptide Delivery Platform to develop oral
versions of other peptide drugs which are already on the market,
including insulin. These new oral versions of existing peptides are
being tested in separate rodent studies to explore the effectiveness
of the platform and its applicability to other peptides. In addition,
the Company will undertake research to better understand the
processes underlying the transport of these modified peptides from
the gastraintestinal tract 1o the target organs. Progress with the
platform will be reported as further milestones are achieved.
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REVIEW QOF OPERATIONS CONTINUED...

The Oral Paptide Delivery Platform is a research project at the
preclinical stage and no drug candidates are expected to be ready for
dlinical trials for at least two years. However, clear proof-of-concept
with some of these drugs could lead te licensing or partnering
opportunities much sooner, This project is the key priority for
Metabolic and accordingly the majority of Metabolic's research
activities will be dedicated to developing this platform in the
medium-term.

This platform is based on the structure of an inherently
orally available peptide drug

The Oral Peptide Delivery Platform is based on an understanding

of the structure of Metabolic's osteoporosis drug, AQD9604,

a peptide drug which was found by Metabolic to be inherently orally
available (could be swallowed). This understanding led to the design
medification of other peptide drugs, including ACV1 and insulin,
with pramising levels of oral availability achieved in rodent studies.

This platform has potential to generate multiple internal
projects as well as a variety of licensing opportunities

If even a small proportion of peptide drugs could be redesigned to
be orally available this could provide a significant number of business
opportunities for Metabolic. This could also become an important
source of new drugs for in-house development by the Company.

Metabolic will consider different business models to maximise the
potential of this technology. The Company will assess the benefits of
creating its own proprietary oral versions of drugs that are currently
on the market; licensing the technalogy to other companies with
patented drugs; or working <ollaboratively with other companies
who own injectable peptide drugs.

Patents, publications and presentations

»  For a comprehensive list of all patents visit

wivw metabolic.caom.ay and click on the Qur Business section,

*«  Metabolic presented research on its Oral Peptide Delivery
Platform at the 439 Annual Meeting of the Drug Information
Asscciation in the US in June 2007,

A more detailed description of the Oral Peptide Defivery
Platform, including examples of the rodent data, is available at
www.metabolic.com.au.




AOD9604 COULD PLAY AN IMPORTANT ROLE IN PREVENTING AND POSSIBLY TREATING OSTEOPOROSIS
Laboratory and rodent studies suggest that AOD9604 improves bone strength and quality

Drug profile

* 16 amino-acid, orally active peptide modelied on a fragment of the human Growth Hormone molecule

*  The known biology of human Growth Hormone indicates direct effects on bone quality

*  Excellent safety and tolerability profile seen in human clinical trials

*  Laboratory studies show direct stimulatory effects of AOD9604 on bone strength and quality

*  Two rodent studies indicate AQDI604 has effects in the prevention of osteoporosis

*  Currently awaiting resufts of further rodent studies to enable a development plan

*  Metabolic will not be funding further development and a partner will be sought to progress

the project

*  Global market for osteoporosis drugs is around US$7 billion a year

*  Strong industry demand for a bone ‘anabolic’ {growth stimulator)

Progress during 2006-07

+  Commenced two rodent studies to determine the optimum
dose for bane effects, and whether AOD9604 is effective in the
treatment of osteoporosis, as well as prevention, with results
expected in late 2007

AODS604 has shown beneficial effects on osteoporosis in
rodent studies

In 2006, rodent studies demonstrated beneficial effects of AOD9604
in the prevention of osteoporosis. These results are consistent with the
known biology of human Growth Bermone. AODS604 is a 16-amino
acid, orally active peptide modelled on one fragment of the human
Growth Hormone molecule. Studies suggest that AOD9604 retains
the bone stimulating properties of human Growth Hormone, based
on the tissue cell culture and redent testing previously conducted.
Several substantial rodent studies with AOD9604 indicate that this
drug may have a role in the prevention and possible treatment of
osteoporosis, through direct action on osteoblasts, the cells which
build new bone. Further rodent studies are currently in progress

to assess the potential role of AOD9604 in the treatment of
osteoporosis, with results expected in Jate 2007,

Up until February 2007, AOD9604 was being developed for the
treatment of obesity in addition to osteoporosis. The development of
A0D9604 for obesity was discontinued due to the primary endpoint
not being met in a Phase 2B trial {further informaticn is featured

in the Obesity section of this Review of Operations). The results of
the obesity trial have no technical bearing on the development of
AOD9604 for osteoporasis. Metabolic benefits from the knowledge
gained in previous obesity trials, particularly as the drug has been
tested in almost 1,000 subjects with no safety or tolerability issues
reported. Should the drug progress to human osteoporasis trials,
Phase 1 safety studies may not be required.
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REVIEW OF QPERATIONS CONTINUED...

The next milestone is to evaluate a clinical development
plan conditional upon two pending rodent studies

Two rodent studies were commenced in 2006 and 2007 to determine
the optimum dose of A0D9604 far bone effects, and whether

the drug is effective in the treatment of osteoporosis as well as
prevention. Metabolic is awaiting the results of these studies,

which are expected in late 2007. These results, together with
previous animal data, and safety data fram obesity trials, will be

used to prepare a development plan for AOD9604 for asteoporosis.
Metabolic will seek to out-license further development of the drug
and does not intend to continue development itself,

Patents applications for AOD9604 for osteoporosis are

pending

*  Patent applications for AOD9604 for the prevention and
treatment of osteoporosis have been filed.

*  For a comprehensive list of all patents visit
www.metaholic.com.ay and click on the

Qur Business section.

An ageing population will continue to increase the market
for osteoporosis drugs

Osteoporosis is characterised by a reduction in the quantity and
quality of bone by the loss of both bone mineral and protein content,
leading to fractures after minimal trauma. As humans age, the levels
of several harmones including estrogen, testosterone and growth
hormone gradually decline, creating imbalances in a variety of
metabolic functions. This decline in hormone levels contributes 1o
weight gain and loss of bone quality observed in old age.

While osteaporosis is predominantly an older person’s disease, it can
oceur at any age. According to Osteoporosis Australia, one in two
women and one in three men over the age of 60 years will have a
fracture due to osteoporosis, More than 30 million people over the
age of 50 years have osteoparosis and the number is increasing as
the population ages. The sales of osteoporosis drugs are currently
valued at approximately US$7 billion a year.




METABOLIC'S OTHER RESEARCH PROJECTS

Collaboration with Neuren

In March 2005 Metabolic and Neuren Pharmaceuticals Limited (NZ)
agreed to jointly develop Neural Regeneration Peptides (NRPs) which
are a group of human derived peptides which appear to protect
nerves from damage and help them recaver. Company scientists are
currently investigating whether a lead compound can be selected
from this class of compounds for formal predlinical testing

Type 2 diabetes

Metabolic has been investigating a peptide class named ADD which
has shown activity in normalising blood glucose in type 2 diabeti¢
rodents, Whilst the Company’s research activities are focussed on
the Oral Peptide Delivery Platform no significant resources will be
allocated to this project.

Further infarmation regarding Metabolic's research projects are

available at www metabolic.com.ay in the Qur Business section

Patent position and papers published

* A jointly owned international patent application on the NRP
class of compounds has bean filed by Neuren Pharmaceuticals
Limited.

* A patent for ADD has been granted in Australia and patent
applications are pending in the US, Europe and Japan.

«  For a comprehensive list of all patents visit
www.metabolic com.au and click on the
Qur Business section. ‘.

e The paper entitled 'Neural regeneration protein is a novel

published in Experimental Celf Research in July 2006.

chemoattractive and neuronal survival promoting factor’ was & |l

.,

L
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STRATEGIC OVERVIEW

Metabolic’s core goals continue to be:

«  Carry out efficient research and development
+  Achieve aptimal growth

*  Provide adequate resources

Carry out efficient research and development

Metabolic intends to move forward the projects in its pipeline as
quickly and cost effectively as possible. In the interests of efficiency,
Metabolic outsources most of its research and development activities
to gain access to the hest possible expertise in these areas, and the
Company intends to continue using this operating model.

Achieve optimal growth
The Company’s growth strategy is:

e Tobuild the pipeline by acquiring preclinical and / or clinical
stage projects,;

+ To focus research activities on the Oral Peptide Delivery Platform
and assess its potential as an internal scurce of new projects
and/or a source of licensing opportunities;

* Tode-risk the pipeline by out-licensing projects, for example, the
osteoporosis programme; and

* To consider joint ventures, collaborations and M&A activity as a
means of corporate growth and pipeline expansion.

The Company's current growth strategy is focussed on developing its
Oral Peptide Delivery Platform as efficiently as possible, and acquiring
new projects through in-ficensing arrangemenits, collaboration or
ME&A activities.

The Cral Peptide Delfivery Platfarm, though in early development,
could be an important value driver for the Company if it continues
to deliver on its milestones. Proof-of-concept was achieved in rodent
studies with peptide drugs, including ACV7 and insulin. The key next
steps include:

+  Confirming results in higher species of animals;
»  Learning how broadly it applies to other peptide drugs; and

*  Gaining further understanding of how these modified peptides
are transported in the body.

If successful, this platform could be used by other companies
developing peptide drugs through licensing arrangements with
Metabolic. As part of the Company’s growth strategy, Metabolic may
seek 1o license some of its modified peptides at an early development
stage, to fund development of other Company projects.

Metabolic does not intend to develop the ostecporosis programme
independently and will seek a partner to develop this project.

Provide adequate resources

With A$18 million in cash reserves as at 29 August 2007, Metabolic
has sufficiens funds to progress the Oral Peptide Delivery Platform
through to the next stage of development, and also to fund activities
associated with acquiring new projects. In the long-term the Company
will require additional funding to continue pragressing existing
programmes and acquire new ones. Funding for biotechnology
companies is usually achieved through a combination of license
income and new equity. Metabolic's strategies also extend to ensuring
the correct mix of human resources by finding the right balance

of high quality staff and using optimal outsourcing. If Metabolic's
growth strategies succeed and the Company’s preclinical and clinical
pipelines expand, it is likely that the Company will need to grow
accordingly, including its staff companent.

LIKELY DEVELOPMENTS

During the 2007-08 year, Metabolic expects to engage in the
following activities:

»  Continue research activities for the Oral Peptide Delivery
Platferm including studies with newly created oral versions of
peptide drugs in a variety of animal models;

«  Evaluate preclinical and clinical stage compounds that may be
acquired through in-licensing arrangements, collaboration or
M&A activity; and

s Report results fram rodent studies investigating AODS604 for
osteaporosis, prepare a clinical development plan and seek
out-licensing opportunities,

In the opinion of the Directors it would prejudice the interests of the
Company to provide additional information, except as contained in
this repart, relating to likely developments in the operations of the
Company.

SIGNIFICANT CHANGES IN THE STATE
OF AFFAIRS

Except as otherwise set out in this report, the Directors are unaware
of any significant changes in the state of affairs or principal activities
of the Company that occurred during the period under review.




FINANCIAL RESULTS & POSITION

The loss by the Company for the year ended 30 June 2007

after the provision for income tax of nil was A$13,406,939

(2006: A$11,293,869). This result has been achieved after fully
expensing all research and development costs. Income for the period
totalled A$1,432,098 (2006: A$1,289,719), including interest income
of A%$1,373,946 (2006: A$1,080,916), grant income of A$53,786
{2006: A$208,625) and sundry income of A$4,366 (2006: A$178).

Metabolic has no borrowings and has cash reserves as at

29 August 2007 amounting to A318 million, These funds are
sufficient to fund Metabolic's Oral Peptide Delivery Platform
through the next stage of development and activities associated
with acquiring new projects.

FUNDING ARRANGEMENTS

Capital Raisings

During the period under review capital raised included:

e A%10.5 million from the issue of 14.6 million ordinary fully
paid shares at A$0.72 per share, through a Private Placement
to domestic and offshore institutional, professional and
sophisticated investors in December 2006; and

+«  A$704,870 irom the exercise of 1,281,581 unquoted options
with an exercise price of A$0.55 per share (note: these unquoted
options were issued to participants in a Private Placement in
Mazch 2006).

For further details of these options refer to Note 15 of the Annual

Financial Report.

Ausindustry Grant

During the pericd under review Metabolic received grant income
amounting to A$53,786.

DIVIDENDS

Ne amounts have been recommended by the Directors that should be
paid by way of dividend by the Company during the current financial
year. No cash dividends have been paid or declared by the Company
since the beginning of the financial year.

EARNINGS PER SHARE

Cents
Basic loss per share {4.57)
Diluted loss per share {4.57)

As the Company made a loss for the year ended 30 June 2007,
potential ordinary shares, being options or performance rights to
acquire ordinary shares, are considered non-dilutive and therefore
not included in the diluted earnings per share calculation.
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BOARD MONITORING

The Baard monitors the Company's overall performance, from its implementation of the mission statement and strategic plan through to the
performance of the Company against operating plans and financial budgets. For further details regarding the Board and Committees refer to
the Corporate Governance Statement in this Directors' Report.

Board and Committee Meetings
The number of meetings of the Board of Directors, Board Committees and Director attendance at thase meetings during the year under
review was:

18

Full Board Audit Committee Remuneration Committee Finance Committee
Meetings Meetings Meetings Meetings Meetings Meetings Meetings Meetings
. attended eligible to attended eligible to attended eligible to attended eligible to
Directors
attend attend attend attend
Total number of
meetings held 1 4 > 2
Mr Rob Stewart’ 3 3 1 1 - - 1 1
Dr Raland Seallay 11 " - - 5 5 2 2
Dr Chris Belyea 1 Al - - - - -
Dr Arthur Emmett? 1 n 4 4 5 2 2
Mr Don Clarke' 2 2 - 2 2 1 1
Dr Evert Vos? 1 " 3 3 - - -
Mr Patrick Sutch? 9 9 3 3 3 3 -
Ms Robyn Baker* 9 9 3 - 1 1

At the Board meeting held on 20 February 2067, the non-executive Directors met separately during part of that meeting.
Motes: ' = Appointed in April 2007, * = Resigned in August 2007, * = Resigned in July 2007 * = Resigned in April 2007

DIRECTORS' SHAREHOLDINGS AND DECLARED INTERESTS

The Directors and Senior Managers of Metabolic collectively hold 714,144 shares in the Company, representing 0.2 percent of total issued
capital. In addition, the Directors and Senior Managers collectively own 3,085,431 options and performance righis, which if exercised currently
represent a further 1.0 percent of issued capital. The exercise of each opiien or perfarmance right entitles the holder to one ordinary share

in Metabolic.

As at the date of this report the interests of the Directors in the Company’s shares are:

Directors Shares held directly Shares held indirectly Options held Performance Rights held
Mr Rob Stewart - - - -

Dr Roland Scollay 20,000 - 1,500,000 646,910

Dr Chris Belyea 224,077 240,000 - 293,795

Mr Don Clarke - 64,000 - -

Senior Managers

Ms Belinda Shave 165,193 - 120,000 181,323

Dr Caroline Herd 10,874 - 150,000 193,403

Total 410,144 304,000 1,770,000 1,315,431

Note: Dr Arthur Emmett retired as a Director of the Company on 28 August 2007. At that date Dr Emmett held 357,692 shares directly and 136,500 shares indirectly.

As at 30 June 2007 and as at the date of this repart, no Directar has an interest in any contract or proposed contract with Metabolic other
than as disclosed in the Company’s 2007 Annual Report.
Further details on the equity interests of Directors can be found in the Remuneration Report in this Directors’ Report and Note 22
of the Annual Financial Report.




INDEMNIFICATION AND INSURANCE OF
DIRECTORS AND OFFICERS

During the period under review, the Company indemnified its
Directors, Company Secretary and Executive Officers in respect of

any acts or omissions giving rise 1o a liability to another person (other
than the Company or a related party) unless the liability arose out

of conduct involving a lack of good faith. [n addition, the Company
indemnified the Directors and Company Secretary against any liability
incurred by them in their capacity as Directors or Company Secretary
in successfully defending civil or criminal proceedings in relation to the
Company. No monetary restriction was placed on this indemnity.

The Company has insured its Directors, Company Secretary and
Executive Officers for the period under review. Under the Company’s
Directors’ and Officers’ Liabilities Insurance Policy, the Company

shall not release to any third party or otherwise publish details of the
nature of the liabilities insured by the policy or the amount of the
premium. Accordingly, the Company relies an section 300(9) of the
Corparations Act 2001 to exempt it from the requirement to disclose
the nature of the liability insured against and the premium amount of
the relevant policy.

SIGNIFICANT EVENTS AFTER THE
BALANCE DATE

As set out in the Review of Operations section of this Directors’
Report, subsequent to the balance sheet date, the Company
announced:

e 6 luly 2007 - Dr Evert Vs, a non-executive Director of the
Company resigned.

¢ 14 August 2007 - the development of its neuropathic pain drug,
ACV1, has been discontinued. As a result of the discontinuance
of the ACVT neuropathic pain project significant staffing
changes have been made to reflect the changed activities of the
Company. This event subsequent ta the balance date does not
affect any figures contained in the Annual Financial Report.

* 28 August 2007 - Dr Arthur Emmett, a non-executive Director
of the Company resigned.

The Directors are not aware of any matter or circumstances since

the end of the financial year, not otherwise dealt with in this report
or the Annual Financial Repart, that has significantly affected or may
significantly affect the operations of the Company, the results of
those operations or the state of affairs of the Company in subsequent
financial years.

ENVIRONMENTAL REGULATION

Other than the general laboratory standards and guidelines,
Metabalic is not subject to significant environmental regulations.

INHERENT RISKS OF INVESTMENT IN
BIOTECHNOLOGY COMPANIES

There are many inherent risks associated with the development of
pharmaceutical products to a marketable stage. The lengthy clinical
trial process is designed to assess the safety and efficacy of a drug
prior to commergialisation and a significant proportion of drugs

fail one or both of these criteria. Other risks include uncertainty of
patent protection and proprietary rights, whether patent applications
and issued patents will offer adequate protection to enable product
development, the obtaining of necessary drug regulatory authority
approvals and difficulties caused by the rapid advancements

in technology.

Companies such as Metabolic are dependent on the success of their
research projects and on the ability to attract funding to support
these activities. investment in research and development projects
cannot be assessed on the same fundamentals as trading and
manufacturing enterprises. Thus investment in companies specialising
in these, such as Metabolic, must be regarded as highly speculative.
Metabolic strongly recommends that professional investment advice
be sought prior to such investments,

Forward-looking statements

Certain statements in this Annual Report contain forward-fooking
statements regarding the Company's business and the therapeutic
and commercial potential of its technotogies and praducts in
development. Any statement describing the Company’s goals,
expectations, intentions or beliefs is a forward-looking statement
and should be considered an at-risk statement. Such statements

are subject to certain risks and uncertainties, particularly those risks
or uncertainties inherent in the process of developing technology
and in the process of discovering, developing and commercialising
drugs that can be proven to be safe and effective for use as human
therapeutics, and in the endeavor of building a business around such
products and services. Metabolic undertakes no obligation to publicly
update any forward-looking statement, whether as a result of new
information, future events, or otherwise. Actual results could differ
materially from those discussed in this Annual Report, As a result you
are cautioned not ta rely on forward-looking statements.
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AUDITOR’'S INDEPENDENCE AND NON-AUDIT SERVICES

The Directors received the following declaration from the auditor of Metabolic Pharmaceuticals Limited.

AUDITOR'S INDEPENDENCE DECLARATION TQ THE DIRECTORS OF METABOLIC PHARMACEUTICALS LIMITED

In relation to our audit of the Financial Report of Metabolic Pharmaceuticals Limited for the financial year ended 30 June 2007, to the best of
my knowledge and belief, there have been no contraventions of the auditor independence requirements of the Corporations Act 2001 or any
applicable code of professional conduct.

¢ yned + Toun ?/ W‘/‘]‘Vh’

Ernst & Young Joanne Lonergan
Partner

Melbourne

29 August 2007

NON-AUDIT SERVICES

During the period under review the amount received, or due and receivable for non-audit services provided by the Company's auditor,
Ernst & Young were:

Preparation cf the Company's Income Tax Return and related services A3$8,060

AIFRS advice A%$5,000

The Directors are satisfied that the provision of non-audit services during the current period is compatible with the general standard of
independence for auditors imposed by the Corporations Act 2001. The nature and scope of each type of non-audit service provided means
that auditor independence was not compromised.




CORPORATE GOVERNANCE STATEMENT

Metabolic has complied with the majority of the ASX best practice recommendations for good corporate governance

INTRODUCTION

The Board of Metabalic is responsible for the corporate governance of the Company and guides and monitors the business on behalf of its
shareholders. The Board has strived to reach a balance between industry best practice and appropriate policies for Metabolic in terms of its
size, stage of development and role in the biotechnology industry.

Metabolic performs an annual review of its Board policies and governance practices with reference to the 10 Principles of Good Corporate
Governance and 28 Best Practice Recommendations (Recornmendations) established by the ASX Carporate Governance Council. During the
reporting period Metabolic was compliant with 24 of the Recommendations. The Company has embraced the true spirit of these principles
and has carefully considered whether complying with each Recommendation is in the best interests of Metabolic's shareholders. In four
instances, the Board determined that the Company is either best served by poticies that vary from the Recommendations, or is unable to
meet them as a result of the current compositian of the Board. Any departures from the Recommendations are discussed in this Corporate
Governance Statement, along with other relevant information.

Principles and selected recommendations Compliance
1. Lay solid foundations for management and oversight W4
2. Structure the Board to add value o

2.1 A majority of the Board should be independent Directors Departure

2.4 The Board should establish a Nomination Committee Departure
3, Promote ethical and responsible decision-making o
4. Safeguard integrity in financial reporting vy

4.3 Structure of the Audit Committee Departure
5, Make timely and balanced disclosure v
6. Respect the rights of shareholders e
7. Recognise and manage risk v
8. Encourage enhanced performance -
9. Remunerate fairly and responsibly o

9.2 The Board should establish a Remuneration Committee

- Composition of Remuneration Committee Departure

0. Recognise the legitimate interests of stakeholders o

A full description of all recommendations ¢an be found on the ASX Corporate Governance Council's website:
http:/Awww.asx.com.au/supervision/governance/principles_good_corporate_governance.htm,

PRINCIPLE 1: LAY SOLID FOCUNDATIONS FOR MANAGEMENT AND OVERSIGHT

The role of the Board is to represent the interests of shareholders, by providing the Company with good governance and strategic direction.

Key responsibilities for the Board include approval of corporate strategies and approving the annual budget and financial forecasts, as well
as monitoring management. The Board has adopted a formal Board Charter which describes the specific responsibilities of the Board and
refers to the Company's formalised process for delegating autherity to Senior Management for the day-ta-day running of the business.
During the year, the Company implemented a formal Delegations of Authority Policy. The objective of this policy is to enable employees to
conduct business transactions in an expedient and prudent manner, within the approved limits set by the Board. This Policy and the Board
Charter ensure that there is a clear division of responsibility between Management and the Board, and between the CEQ and Chairman.
The Board Charter is available at www.metabolic.com.au in the Corporate Governance secticn.
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CORPORATE GOVERNANCE STATEMERNT CONTINUED...

PRINCIPLE 2: STRUCTURE THE BOARD TO ADD VALUE

As at the date of this Directors’ Report, the Board of Metabolic is comprised of four Directors, with a combination of scientific expertise and
commercial acumen. The Constitution of Metabolic allows for the number of Directors to range from three to 12, of which the proportion of
non-executive Directors is at the discretion of the Board.

During the year, Metabolic began the process of Board refreshment. In April 2007, Mr Rob Stewart was appointed as non-executive Chairman
of the Board and Chairman of the Audit Committee and Finance Committee. In April 2007, Mr Don Clarke was appointed as a non-executive
Director and as a member of the Remuneration Committee and the Finance Committee. Mr Patrick Sutch and Ms Robyn Baker resigned in
April 2007, Dr Evert Vos resigned in July 2007 and Dr Arthur Emmett resigned in August 2007. With the retirement of Dr Emmett,

Mr Stewart was appointed as Chairman of the Remuneration Committee and Mr Clarke was appointed as a member of the Audit Committee.
The Board of Metabolic will continue to evolve over the medium-term, as the Company continues its search for suitably qualified candidates
with research, drug development and commerce backgrounds. The relevant qualifications and details of each Director are documented in this
Directors’ Report under the section titled Board of Directors.

Metabolic is working towards appointing a majority of independent directors

(Recommendation 2.1)

The Board has adopted the ASX Corporate Governance Council’s recommended criteria for assessing Director independence. To be assessed as
independent, a Director must fulfill a number of criteria. For example, the Director must not have an association with a substantial shareholder,
must not be an executive in the Company or have been employed in an executive capacity in the last three years, and must not have a direct
or indirect material relationship with the Company.

During the reporting period there were several Directar changes which altered the proportion of independent Board members. From 1 July 2006
to 4 April 2007, three of the six Directors were assessed as independent, being Dr Arthur Emmett, Mr Patrick Sutch and Ms Robyn Baker. As at
the date of this Directors’ Report the only Director considered to be independent is Mr Rob Stewart. This is a departure from the current
Recommendation for the majority of Board Directors to be independent, a recommendation that is endorsed by Metabolic and included in its
Board Charter. Accardingly, the Company is actively searching for independent Director candidates who are suitzbly experienced.

The independence and tenure of each Director in office as at the date of this Directors’ Report is described in the table below:

Director Position independence Year appointed Area of expertise
Mr Rob Stewart Chairman, non- Independent 2007 Experienced company Director, with broad
executive Director commercial experience and exposure to high
technology industries
Dr Raland Scollay Chief Executive Not independant’ 2002 Major pharmaceutical company experience,
Officer US biotechnology experience, research and
drug development
Dr Chris Belyea Chief Scientific Not independent! 1998 Extensive biotech experience, scientific
Officer research, patent law
Mr Don Clarke Non-executive Not independent? 2007 Partner of law firm, Minter Ellison and
Director company Director

' Or Scollay and Dr Betyea are executive Directors
2Mr Clarke is a Director of a substantial shareholder of Metabolic

The Board has adopted procedures to allow Directors, in the furtherance of their duties, to seek independent professional advice at the
Company's experse, unless the Board determines otherwise. In addition, Metabolic has agreed to indemnify its Directors against certain
liabilities and to maintain Directors and Officers insurance coverage.



The regular responsibilities of 8 Nomination Committee are
incorporated into Metabolic’s Board Charter
(Recommendation 2.4)

As Metabolic has a relatively small Board, a formal Nomination
Committee has not been established as no real efficiencies would
be gained from the existence of such a committee. The regular
responsibilities of a Nomination Committee are incorporated into
Metabolic's Board Charter. The Board, as a whole, is responsible for
reviewing Board size and composition. With regard to membership,
the Board is ultimately responsible for identifying and assessing
potential Directors. New appointments are made within the scope
of Metabolic's Constitution and in accordance with the nomination
procedures documented in the formal Board Charter.

Mr Rob Stewart and Mr Don Clarke were appointed as non-executive
Directors on 4 April 2007 and 12 April 2007 respectively. In accordance
with the Company’s Constitution, shareholders will be asked to elect
Mr Stewart and Mr Clarke at the Campany’s next Annual General
Meeting.

The new Directors appointed during the year were presented with a
letter of appointment and induction pack which included corporate
governance documentation, details of Directors and Officers liability
insurance, minutes of meetings and other relevant information.

PRINCIPLE 3: PROMOTE ETHICAL AND RESPONSIBLE
DECISION-MAKING

Metabolic's Share Trading Policy was updated in 2006
(Recommendation 3.2)

The Company's Share Trading Policy was updated during

the reporting period to better suit the characteristics of the
biotechnalogy industry and to reflect the format approval

progesses implemented by Metabolic. This policy is in line with
Recornmendation 2.2. Metabolic does nat provide scheduled
trading windows where employees can buy or sell shares without
authorisation. In all circumstances, Directors and employees are
required to seek approval from both the Chairman and CEO,

ar in their absence any two Directors, 1o trade Metabolic shares.
The Chairman and CEQ are responsible for assessing if the applicant
is in possession of any price sensitive information. [f share trading
clearance is given to a Director or employee, the applicant is required
to immediately provide the Company with post trade notification.

PRINCIPLE 4: SAFEGUARD INTEGRITY IN FINANCIAL
REPORTING

Metabolic's Audit Committee

(Recommendation 4.2)

The Audit Committee operates under a Charter approved by the
Board. It is the Board's respansibility to ensure that an effective
control framework exists within the entity. This includes ensuring
that there are internal controls to deal with both the effectiveness
and efficiency of significant business processes, including the
safeguarding of assets, the maintenance of proper accounting
records and the reliability of financial information as well as
non-financial considerations. The Board has delegated the
respensibility for the establishment and maintenance of a framework
of intermal control and ethical standards for the management of

the Company to the Audit Committee. The Audit Committee also
provides the Board with additional assurance regarding the reliability
of financial information for inclusion in the Annual Financial Report.
The Audit Committee is respansible for nomination of the external
auditor and reviewing the adequacy of the scope and quality of the
annual statutory audit and half-year statutory review.

Structure of the Audit Committee

(Recommendation 4.3)

Members of the Audit Committee from 1 July 2006 until

4 April 2007 included Mr Patrick Sutch (independent Chairpersan),
Dr Arthur Emmett {(independent, non-executive Director} and

Ms Robyn Baker (independent, non-executive Directar). During this
period, Metabolic was fully compliant with ASX Listing Rule 12.7
which requires the tap 300 companies included in the

ASX All Qrdinaries Index to establish an Audit Committee

with membership that meets the following criteria;

»  (riteria one: Only nan-executive Directors;

*  (riteria two: A majority of independent Directors;

e Criteria three: An independent Chairperson, who is not
Chairperson of the Board; and

¢ Criteria four: At least three members.

Mr Rob Stewart was appoeinted as Chairman of the Board and
subsequently as Chairman of the Audit Committee an 4 April 2007,
Since this time, the Company has been unable to meet the above
requirements. As at the date of this Directors’ Report, the members
of the Audit Committee are Mr Rob Stewart and Mr Don Clarke,
thus criteria one has been met as both Directors are non-executive
Directors, The second criteria cannat currently be met, as Mr Clarke
is not considered to be an independent Director due to his directorship
with Metabolic’s largest shareholder, Circadian Technologies Limnited,
As Mr Stewart is also Chairman of the Board, the Company is unable
to meet the third criteria.
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An additional Director will be appointed to this Committee once

a suitable independent, non-executive Director is recruited, thus
ensuring the Commitiee meets the second and fourth criteria.
Metabolic’s current composition of the Audit Committee is
temporary during its Board refreshment transition, The Company
understands that independent judgement is vital to the effectiveness
of the Committee and intends to comply with this Recommendation
as soon as practicable,

Details of the qualifications and details of Audit Commitiee members
are included in this Directors’ Report in the Board of Directors section.

The partner of the Company's external auditor is invited to attend
Audit Committee meetings as required. For details of the number
of meetings of the Audit Committee held during the year and the
attendees at those meetings, refer to the Board and Committee
Meetings secticn in this Directors” Report.

PRINCIPLE 6: RESPECT THE RIGHTS OF SHAREHOLDERS

Shareholder Communications

(Recommendation 6.1}

Metabolic is committed to providing shareholders with access

to relevant information to make an informed assessment of the
Company's operations, risk profile, business strategies and future
prospects. Metabolic communicates regularly with its shareholders,
within the parameters of its Market Disclosure Protocof and
Communications Policy, using the following:

*  Quarterly Investor Update distributed 1o all shareholders;

+  the Annual Report, of which an interactive version is available
online, with hard copies distributed to sharehclders who elect
to receive a copy;

¢ the half-yearly report provided to the ASX Limited (ASX);

*  website disclosure of all ASX announcements, Investor
Presentations and Board Policies; and

+ the Annual General Meeting and other meetings of members
so called to obtain approval for Board actions as appropriate.

The Company has an ongoing campaign to encourage sharehoiders

1o elect to receive communications electronically, This initiative

serves the best interests of shareholders by facilitating the delivery

of shareholder communications, such as the Quarterly Investor

Update by electronic means, thus reducing costs and protecting

the environment. in addition, Metabolic is currently investigating

technologies that enable more effective communications with
shareholders. A recent legislative change relieves public companies
of the obligation to send hard copies of their Annuai Report, unless

a shareholder specifically elects to receive one. This is an excellent

government initiative o reduce the environmental and financial
burden of the Annual Report. To this end, Metabolic has invested
in providing an interactive online version which is available via
wyyw metabolic.com.au.

Sharehalders are encouraged to ask questions or provide feedback
to the Company by email, phone or fax.

PRINCIPLE 7: RECOGNISE AND MANAGE RISK

Metabolic has implemented a formal risk

management system

(Recomendation 7.1)

Biotechnology is an inherently risky industry. Metabolic adopted a
formalised risk management policy in July 2003. During the reporting
period, Metabolic augmented this policy by implementing an
Enterprise Wide Risk Management framework (ERM), which

fallows the principles of the Australian Risk Management Standard
AS/NZS 4360. This approach to risk management invalves identifying,
assessing and managing the risks that affect the business, whilst at
the same time considering these risks in the context of the Company’s
values, objectives and strategies. An ERM assists the Board and
management to make decisions with the right balance

of risk and reward.

Typically the process of rolling out a risk management system takes
one to two years 1o be fully implemented. Some of the activities
involved include brainstorming sessions, training staff in spedialist
risk management software and refining management and Board
reporting systems, Metabolic endeavours to foster a culture of

risk prevention rather than reaction. The Company believes an
effective ERM will enhance governance and accountability, exploit
opportunities, improve planning and decision making, and ultimately
benefit corporate longevity. The Board is wholly responsible for risk
management, therefare a separate risk management committee has
not been created.

At the date of this Directors’ Report, Metabolic has identified and
analysed key risks, Firstly, each risk was ranked according to the
likeliness of that risk occurring, and the consequence(s) if that risk
eventuates. Secondly, the existing controls in place to mitigate
each risk were evaluated and given a rating. The risk level was then
automatically calculated by considering the likeliness, consequence
and existing controls for each risk, Once this process was complete,
Metabolic assessed whether {urther activity was required to tighten
its existing cantrols. The Company is using a specialist software
package and has consulted risk management specialists since
commencing its ERM. The Company wilt continue te build and
maintain documented risk profiles using analytical techniques in
compliance with AS/NZS 4360. A full risk register will be provided
to the Board annually in addition to periodic compliance reports.



PRINCIPLE 8: ENCOURAGE ENHANCED PERFORMANCE

Metabolic conducts annual performance evaluations of its
Board, Directors, Executives and Committees
(Recommendation 8.1)

The Company's palicy for performance evaluation clearly sets out
the process for evaluating the performance of the Board, Board
Committees, the Chief Executive Officer and Senior Management.
The Board conducts a comprehensive annual self-evaluation to
determine whether the Board and its Committees are functioning
effectively. During the year, each Director was required to complete
a detailed questionnaire regarding roles and responsibilities, business
strategy, senior management and reporting and compliance systems.
The assessment deait with individual performance as well as the
collective perfarmance of the Board and its Committees, including
consideration of the Board’s overall contribution to Metabolic and
identifying areas in which the Board could improve.

The Remuneration Committee is respansible for evaluating the
performance cf the Chief Executive Officer, who in turn evaluates
the performance of all ather Senior Managers and makes
recommendations to the Remuneration Committee. The evaluation
process is intended to assess the Company's business performance,
whether long-term strategic objectives are being achieved and

the achievement of individual perfermance objectives. Details
relating to the policy far performance evaluation and the amount
of remuneration (monetary and non-monetary), paid to each Director
and Senior Manager, are set out in the Remuneration

Report in this Directors’ Report.

PRINCIPLE 9: REMUNERATE FAIRLY AND RESPONSIBLY

Metabalic has adopted remuneration policies that are designed to
provide competitive and appropriate rewards that are transparent
and aligned 1o shareholder interests. These policies link remuneration
to individual and company performance. As the biotechnclogy
sector is highly volatile, significantly driven by market sentiment and
inherently high risk, the Board recognises that using performance
measurement tools such as TSR, Net Earnings Per Share or Company
Earnings are inappropriate.

Metabolic has structured its remuneration policy for non-
executive Directors distinctly from its policy for Senior Managers.
A comprehensive discussion of Metabolic's remuneration policies
and procedures, including the link between remuneration and
performance, are set out in the Remuneration Report in this
Directors’ Report.

Metabolic’s Remuneration Committee

{Recommendation 9.2)

Remuneration policies for Directors and Seniar Managers

are established by Metabolic’s Reruneration Commiitee.

The Remuneration Committee is responsible for advising the
8oard on remuneration policies and practices, and makes specific
recommendations on remuneration packages and other terms of
employment. Members of the Remuneration Committee have
altered during the year as a result of several directer changes.

At the date of this Directors' Report the Remuneration Committee
is composed of three directars, Mr Rob Stewart, Dr Roland Scollay
and Mr Deon Clarke. The guidance in Recommendation 9.2 is that
the Committee should be comprised of at least three Directors,

of which the majority inctuding the Chairman are independent.
The Chairman of Metabolic's Remuneration Committee is an
independent Director. However, hoth Dr Scollay and Mr Clarke are
not considered independent Directors, necessitating the Company
to depart from this Recommendation. Metabalic intends to appoint
an additional, independent Director to this Committee, once a
suitably qualified candidate has been appointed to the Board.

Details of the qualifications and details of Remuneration Committee
members are included in this Directors’ Report in the Board of
Directors section, for details of the number of Remuneration
Committee meetings held during the year and the attendees at those
meetings, refer to the Board and Committee Meetings section in this
Directors’ Report.

METABOLIC'S POLICIES ARE AVAILABLE ON THE INTERNET

The following policies and statements can be downloaded from the
Corporate Governance section of the Company’s website:

www.metaboliccom.au;
s« Annual Corporate Governance Statement;

*  Full Beard Charter, including policy on Nomination and
Appeintment process;

¢ Audit Committee Charter;

* Code of Conduct;

e Share Trading Policy;

*  Market Disclosure Protocal;

*  Communications Policy;

*  Risk Management Policy;

«  Performance Evaluation Process for Directors and Executives; and
+  Remuneration Committee Charter,

HETABOLIC ANNUAL REPORT 2007

25




26

DIRECTORS" REPORT

REMUNERATION REPORT

This report outlines compensation arrangements in place for the
Key Management Personnel of Metabolic and explains how these
arrangements are linked to company performance, as follows:

* Compensation Policy - Non-executive Directors
This section describes the Company's rationale in determining
non-executive Director payments and other relevant disclosures.

+  Compensation Policy - Senior Managers (including
executive Diractors)
This section describes the Company's rationale in determining
salaries and incentives for Executive Directors and other
Senior Managers, including explanations of the link between
compensation and company performance, as well as details of
employment contracts.

¢ Details of Compensation for Key Management Personnel
This section sets out the dollar value of alt components of
compensation for Key Management Personnel during the year
ended 30 June 2007, including details of equity instruments
provided as campensation.

KEY MANAGEMENT PERSONNEL

The Key Management Personnel of Metabolic are Directors and
Senior Managers. The following persons had the authority and
responsibility for planning, directing and controlling the activities
of the Company, directly or indirectly, during the financial year:

Non-executive Directors

Mr Rob Stewart Chairman/Non-executive Director
{from 4 April 2007)

Mr Don Clarke Non-executive Director {from 12 April 2007)
Dr Arthur Emmett  Non-executive Director (until 28 August 2007)
Dr Evert Vos Non-executive Director (until 6 July 2007)

Mr Patrick Sutch
Ms Robyn Baker

Non-executive Director {until 4 April 2007)
Non-executive Director (until 4 April 2007)

Senior Managers (including executive Directors)

Dr Roland Scollay  Chief Executive Officer / Executive Director

Dr Chris Belyea Chief Scientific Officer / Executive Director

Mr Peter Dawson  Chief Financial Officer {(until 1 Aprif 2007)

Dr Carcline Herd VP - Clinical Development & Regulatory Affairs
Ms Belinda Shave ~ Company Secretary / Financial Controller

As a biotechnology company, Metabolic's success is dependent upon
its Board and managerment team having the right blend of scientific
expertise and commercial acumen. Metabolic's compensation policy
for Key Management Personnel is designed to provide competitive
and appropriate rewards that are transparent and fully aligned to
shareholder interests. In accordance with corporate governance best
practice, the Company has structured its compensation policy for
non-executive Directors distinctly from its palicy for Senior Managers.

COMPENSATION POLICY — NON-EXECUTIVE DIRECTORS

The Remuneration Committee requires the Board to determine the
campensation of non-executive Directors based on market practice,
relativities, director duties and accountability, The Cormpany’s
compensatian policy is designed to attract and reiain competent
and suitably gualified non-executive Directars, and the structure of
their compensation endeavours to ensure that Directors interests are
aligned with the interests of shareholders.

Metabolic's Fee Pool for Non-Executive Directors is
A%$300,000 a year

Non-executive Directors’ fees are determined within an aggregate
Directors' fee pool limit, which is approved by shareholders.

Total non-executive Directors’ fees paid during 2006-07, amounted
to A%$173,120, representing 5B percent of the available fee pool.
Consulting fees of A$25,017 paid to a non-executive Director for
additional services are not in¢luded in this aggregate pool of fees.

Metabolic reviews the allocation of non-executive Directars’ fees
periodically. The Chairman receives additional fees in recognition

of the responsibilities attaching to that role. Directors do not receive
fees for additional Board or Committee meetings. During the year,
Metabolic held 11 Board meetings and 11 Committee meetings.

The average total remuneration paid to non-executive Directors of
listed companies with a market capitalisation of below A$1 billion was
A$76,000 in 2005-08, according to the 2007 Executive and Board
Remuneration Report by Ernst & Young. The fees paid to Metabolic
non-executive Directors are belovy this average and towards the low
end of fees paid to non-executive Directors in the biotechnology
industry.

Non-executive Directors are reimbursed for out-of-pocket expenses
incurred as a result of their directorship or any special duties.

Non-Executive Directors are encouraged to own
Metabolic shares

Non-executive Directors are encouraged, but not mandated, to own
Company shares by purchasing them on-market. Metabolic endorses
share ownership as it provides a further performance incentive.
Metabolic has previously granted options to non-executive Directors,
however this is not the Company’s current practice, and accordingly
no options have been granted to non-executive Directors during the
fast four years.

Retiring allowance and superannuation

No retiring allowances are paid to non-executive Directors. Metabolic
pays the statutory superannuation guarantee charge in relation to
eligible non-executive Directors.



COMPENSATION - SENIOR MANAGERS {INCLUDING
EXECUTIVE DIRECTORS)

Key executive appointments can have substantial impact on the value
of a biotechnology company, particularly in the current environment
where executive talent is scarce. Metabolic’s compensation policy

for Senior Managers is set by the Board's Remuneration Committee
and reviewed regularly to ensure it remains contemperary and
competitive. Broadly, the policy is designed to link performance and
retention strategies, and more specifically to ensure:

+  the balance between fixed and variable (performance)
components for each position is appropriate in light of internal
and external factors;

e the set individual objectives will result in sustainable beneficial
outcomes;

e that all performance compensation components are
appropriately linked to measurable personal, business unit or
Company performance; and

* that total compensation (that is, the sum of fixed and variable
components) for each Senior Manager is fair, reasonable and
market competitive.

This policy is consistent with the ASX Corporate Governance
Council’s Principles of Good Corporate Governance and Best Practice
Recommendations (Principle 9: Remunerate Fairly and Responsibly).

The Remuneration Cammittee is responsible for evaluating

the performance of the Chief Executive Cfficer, wha in turn
evaluates the performance of all other Senior Managers and
makes recommendations to the Remuneration Committee. The
evaluation process is intended to assess the Campany’s business
performance, whether strategic objectives are being achieved and
to assess individual performance hurdles. The relationship between
Metabolic's compensation policy and its performance is set out in
the Company Performance section of this Remuneration Report,

Generally, there are three components of Senior Management
compensation provided, as follows:

1. fixed annual compensation comprising salary and benefits,
superannuation and non-monetary benefits';

2. short-term performance incentive, through cash bonuses; and

3. medium and long-term incentive, through participation in the
Metabolic Performance Rights Plan {"the Plan").

! The enly non-monetary benefit provided to Senior Managers is ¢ar parking.

The following table indicates the proportion of compensation that is
subject to performance conditions, provided through shori-term and
long-term incentives.

Cash Bonus Performance
{Short-Term Rights
Incentive) (Medium and
Long-Term
Incentive)
Chief Executive Officer 20% 30%
Senior Management 15% 20%
All other employees 10% 10%

Fixed Annual Compensation

Senior Managers are offered a market competitive base salary which
reflects their competencies, job description as well as the size of the
Company. Base salary is reviewed regularly against market data for
comparable positions. Adjustments to base salary are made based on
significant role responsibility changes, pay refativities to market and
relative performance in the role.

Short-Term Incentives (STI's}

Short-Term (ncentives in the form of cash bonuses are paid annually
to Senior Managers based upon individual performance and
achievement of corporate abjectives. Personal objectives and Key
Result Area {KRAs) are set for each Senior Manager at the beginning
of each period, Examples of perscnal objectives and KRAs for Senior
Management are:

* commencement and completion of clinical trials on time and on
budget;

s securing high-value in-licensing and/or out-licensing deal(s);

*  compliance with regulatory bodies, such as the ASX Limited,
Australian Securities and Investments Commission, Therapeutics
Goods Association and US Food & Drug Administration; and

+ fundraising at appropriate levels with minimal dilution to existing
shareholders.

The individual objectives and KRAs are chosen once the Board has
confirmed the Company's overali objectives, and these have been
linked to Metabolic’s annual business plan. Performance hurdles are
assessed at the end of the period to determine the bonus payment.
This assessment also takes into account how Senior Managers
performed their role with regard to the Company’s core values.
The annual bonus peol is calculated by a nominated percentage

of the annual budget for salaries and is apportioned based on

the outcomes of each individual performance evaluation, which
are conducted by the Chief Executive Officer. The performance
evaluation of the Chief Executive Officer is conducted by the
Remuneration Committee. The STi payment is usually made during
November or December following each financial year end.
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Medium and Long-Term Incentives

Retention of Key Management Personnel is a particularly high
priority for biotechnology companies, as these Senior Managers
have a high degree of embedded scientific and commercial
knowledge to drive a company's future success. Metabolic’s
medium and long-term incentive policy for Senior Management is
focussed on equity-based instruments to incentivise high-quality
performance and long-term retention.

Carefully designed and performance linked equity incentive plans
are widely recognised as the most effective way of providing
incentives to Executives.

Metabolic's Performance Rights Plan

In September 2005, the Board of Metabolic established the terms
and conditions of a long-term incentive scheme, in the form of the
Metabolic Performance Rights Plan (“the Plan™) for ali employees,
including Executive Directors. The Plan provides employees with
the opportunity to participate in the success of the Company

and provides further incentive to ensure wealth is created in the
Company for the benefit of all shareholders. Broadly, the Plan
aims to strike a balance between shareholder expectations for
chaltenging perfarmance hurdles and corperate strategy to:

*  attract, motivate and retain employees;

» align the interests of employees with the interests of
shareholders, and

» remunerate effectively whilst keeping within the financial
constraints of a biotechnology company.

Under the Pian, eligible employees can be offered rights to acquire
shares in the Company. The Plan is subject to the requirements

of the Corporations Act 2001 and the ASX Listing Rules, and the
Board considered independent expert advice regarding structure,
terms and conditions.

The key details of the Metabolic Performance Rights Plan

{“the Plan") are;

e the Board may issue annual invitations to employees and
Executive Directors to participate in the Plan, subject to
shareholder approval in the case of Executive Directors;

* the number of performance rights granted is based on varying
percentages of fixed compensation, dependent upen job
position;

*  historically there has not been an exercise price payable to
acquire a share upon exercise of a performance right issued
- the exercise price, if any, is determined by the Board;

*  the number of performance rights granted is adjusted to
take into account anticipated trading restrictions placed on
recipients;

¢ performance rights are exercisable on a specified future date,
subject to meeting performance and service conditions;

» performance rights cannot be transferred and will not be listed
on the ASX; and

«  there are three categories of performance conditions which
need to be achieved for the rights to vest.

2006 Performance Rights Conditions

The performance conditions for the 2006 allocation under the

Plan were split into three distinct categaries. If the performance

conditions are achieved, the issued performance rights will vest

evenly over four annual tranches, that is, 25 percent a year
as follows:

- Tranche 1 = 25% of the grant - 1 September 2007,
Tranche 2 = 25% of the grant - 1 September 2008;
Tranche 3 = 25% of the grant — 1 September 2009; and
Tranche 4 = 25% of the grant — 1 September 2010.




Category 1: Share price growth target
Firstly, one-third of the performance rights granted are attributable
1o share price performance, as follows:

Primary target. This component is measurable by the Company's
share price growth target of at least 50 percent in Year 1. To achieve
this target, the daily VWAP, averaged over 40 consecutive trading
days, must be at least 50 percent above the "base share price” at
least once prior to 31 August 2007,

VWAP = vclume weighted average share price.

Base share price = this price is calculated using the five-day VWAP
from the sixth trading day following the announcement of the
full-year results to the tenth trading day. For 2006, the five-day
VWAP from Monday 4 September to Friday 8 September 2006
{inclusive) was A$0.43.

Year 1 =1 September 2006 to 31 August 2007.

or

Secondary target. If the primary target stated above is not
achieved, participants will have a second opportunity to fulfill this
vesting component if share price growth of at least 100 percent is
achieved. To achieve this vesting condition, the 20-day VWAP must
be 100 percent above the base share price by 1 September 2010.

This performance condition is also subject to continued service.

Category 2: Corporate goals

Secondly, one-third of the performance rights granted are
attributable to corporate goals assessed at 1 September 2007, as
follows:

*  Timely announcement of results of the OPTIONS Study,
a Phase 2B human clinical triat for AODS604
(40 percent weighting};

+ Timely announcement of results of one of the
Phase 2A human clinical trials for ACV1
{20 percent weighting);

*  Progress the licensing of AODS604 or ACVT
(20 percent weighting);

*  Raise capital to ensure sufficient cash reserves to meet
planned activities for the following 12 months
{10 percent weighting);

+  Add one new project to the pipeline at the formal
preclinical toxicity stage
(5 percent weighting); and

*  Add one new project to the pipeline at the clinical stage
(5 percent weighting).

These performance conditions are also subject to continued service.

Category 3: Continued service

The third and final performance ¢condition relates to employee retention. One-third of the performance rights granted are attributable to
continuing service and each of the other performance conditions are also subject to continuing service.

These performance conditions are directly linked to corporate goals in the Company's annual business plan. Due to the speculative nature of
the biatechnology sector, it is not appropriate to set perfarmance conditions relating to the satisfaction of traditional hurdles such as Totat
Shareholder Return (TSR). The Remuneration Committee will assess whether performance conditions have been achieved. Performance

conditions for future offers under the Plan, if any, may vary.

Metabolic Employee Share Option Plan

In previous financial years, prior to establishing the Metabolic Performance Rights Plan {“the Plan”), employees received option allocations
under the Metabolic Employee Share Option Plan. These options have an expiry date between 54 and 59 months from grant, generally with

staggered vesting terms based on anniversary periods, subject te continuing service. These options were issued for nominal consideration, and

were granted at the discretion of the Board, These options ¢annot be transferred and will not be quoted on the ASX Limited. There were no

shares issued under the Plan during the year.

NOTE; For informatien regarding the valuation of the performance rights and options granted during the reporting period, including models and assumptions used,

please refer to Table B in this Rernuneratien Report and Note 12 in the Notes 1o the Annual Financial Repert,
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DETAILS OF COMPENSATION FOR KEY MANAGEMENT PERSONNEL

For the year ended 30 June 2007, details of the compensation for Key Management Personnel are set out in the table below,

TABLE A Share-based
$Short-Term Post Employment Long-Term | psyments % perform-
Nor- Options & Total ance
Cash Salary  Cashbonus  Consult-ing  menetary Super- Ircantive Perform- ralated
DIRECTORS & Fees @ Fees benefits™ | annuation Retire-ment Plans ance Rights
D1 Rodand Scollay 2007 397,233 75.000 - 4,027 12,686 - - 183,268 672,214 364%
{Chiet Executive Oflicer) 2006 350,158 33.000 - 513 34,934 - - 199,269 627,492 20.5%
Dr Chris Belea 2007 256,485 36,790 - 4,027 12,686 - - 65,518 375,506 27.2%
{Chief Scientific Officer) 2006 257,775 28,000 - 5131 15,593 - - 14,506 321.005 13.2%
Mr Rob Stewart ! 2007 22,500 - - - 2,025 - - - 24,525 -
{Nan-executive Chairman) 2006 ~ - - - - - - - - -
Or Arthur Emmett ! 2007 51,395 - - - - - - - 51,395 -
(Non-executive Directon) 2006 70,860 - - - - - - - 70,860 -
Mr Don Clarke * 007 7.500 - - - 675 - - - 8175 -
(Non-executive Directorn) 2006 - — - - - - — - - -
Dr Evert Vas * 2007 32,000 - 25,017 - - - - - 57,017 -
{Non-executive Ditecton 2006 32,000 - 50.58¢ - - - - - 82,580 =
Mr Patrick Suxch ® 2007 22,500 - - - - - - - 22,500 -
{Non-executive Director) 2006 30,000 - - - - - - - 30,000 -
Ms Robyn Baker ¢ 2007 22,500 - - - 2,025 - - - 24,525 -
(Non-executive Director) 2006 20,000 - - - 1,800 - - - 21,300 -
Sub total compensation for 2007 822,113 111,790 2507 8,054 30,097 - - 248,786 1,245,857
Directors 2006 760,793 66,000 50,580 10.262 52,327 - - 213775 1.153.737
OTHER KEY
MANAGEMENT PERSONNEL
Mr Peter Dawson* 2007 316,996 45,660 - 3,020 12,141 - - 130,755 508,572 24.4%
{Chief Financial Ofticen 2006 191,670 1,000 - 4,276 14.253 - - 13,345 224,574 64%
Ms Belinda Shave 2007 164,424 21,890 - 4,027 12,696 - - a7om9| 250566 7.9%
{Company Secretary
L. 20066 157,212 13,000 - 513 12,324 - - 16,635 209,302 16.5%
/ Financial Contmller)
Dr Caroline Hesd 2007 175,725 24,190 - 4,027 12,686 - - 46,931 263,469 27.0%
(WP — Clinical & Regulatory Affairs) | 2006 162,276 18,000 - 5,131 12,543 - - 15,142 213,142 15.5%
Sub total compensation
2007 657,145 91,650 - 11,074 37,513 - - 225,625 1,023,007
for Other Key Management )
2006 511,153 37,000 - 14,538 39,200 - - 45122 547,018
Personnet
Total compensation for all 2007 1,479,258 203,440 25,017 19,128 67.610 - - 474411 2,268,864
Key Management Personnel | 2006 1,271,551 103.000 50.580 24,800 91,527 - - 255.897 1,800, 755
Notes:

! Mr Rob Stewart was appointed as non-executive Chairman on 4 April 2007,
Or Arthur Emmett resigned & a non-execulive Director on 28 August 2007,
e Don Clarke was appointed as 3 non-executive Director on 12 Apnl 2007
Dr Evert Vos resigned s a non-executive Director on 6 July 2007 and was paid consultanty Tees of $25,017 for additional sesvices during the petiod 1 July 2006 10 31 December 2006,
K1 Patiick Sutch and Ms Robyn Baker resigned as non-executive Directors on 4 April 2007.
Mt Peter Dawson ceased employment with the Company on § April 2007. The cormpensation showin indudes amourts paid 10 M1 Dawson on ceasing employment.
{a) Cashbonuses
Indrvidual perfoimance revievss wete conducted late in 2006. Cash bonuses induded in the compensation of Senior Managefswere gianted in Devember 2006, based on individual and
niporate pertormance determined during the lormal feview process.
(b} Non-monetary benefits
Non-monetary benefits consist solely of the value of car parking benefits.

P




Compensation by Category: Key Management Personnel

30 June 30 June
2007 2006
$ $
Short-Term 1,726,843 1,450,331
Post Employment - Superannuation 67610 91,527
Share-based Payments 474 411 258,897
2,268,864 1,800,755

(a) These amounts represent the aggregates for the Key Management Personnel
disclosed in the previous financial year, some of which are different to the
Key Management Personnel included in the period under review.

Fair Value of Share-Based Compensation

(a) Fair Value of Options

The fair value of options included in compensation Table A were
determined using a binomial approximation madel. This model
takes into account, as at grant date, the exercise price and expected
life of the option, the vesting criteria, the current price of the
undertying share and its expected volatility, expected dividends

and the risk-free interest rate for the expected life of the option.
These options were issued pursuant to the Metabolic Employee
Share Option Plan and have an expiry date between 54 and 59
months from grant, generally with staggered vesting terms based on
anniversary periads. The option-pricing model values each of these
vesting portions separately. Accordingly the amortised share-based
compensation disclosed in Table A includes the apportioned value

of the options during the year ended 30 June 2007. A breakdawn of
the fair value of each grant of option included in Key Management
Personnel share-based compensation is set out in Table B and Table C.

{b) Fair Value of Performance Rights

The fair value of performance rights included in compensation Table
A were determined by using a Barrier “Up and Call” Pricing model
or the market share price on the date of grant for those performance
rights subject to a market condition and a Black-Scholes/Merton or
Binomial Distribution Option Pricing model for those performance
rights with non-market performance conditions, The model takes
into account, as at grant date, the exercise price and expected kfe

of the performance rights, the vesting criteria, the current price of
the underlying shares and its expected volatility, expected dividends
and the risk-free interest rate for the expected fife of the performance
right The performance rights were issued pursuant to the Metabolic
Performance Rights Plan and have an expiry date of five years from
grant, with staggered vesting terms based on anniversary periods
and performance conditions. Accordingly the amortised share-based
compensation disclosed in Table A includes the appartioned value of
the performance rights during the year ended 30 June 2007,

A breakdown of the fair value of each grant of performance right
included in Key Management Personnel share-based compensation
is set out in Table B and Table C.
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DIRECTORS' REPORT

REMUNERATION REPORT CONTINUED...

Table B provides the following details:

{a) the pricing model assumptions used in calculating the fair vatue of each option and performance right;

{b) the fair value of each option and performance right included in the compensation of each of the Key Management Personnel for the year
ended 30 June 2007; and

{) the date when aptions or performance rights may be exercised, subject to performance conditions.

TABLEB Performance Performance Options Qptions Options TOTAL
Rights Rights granted on granted en granted on
granted on granted on 1 February 23 Decemnbar 22 Novamber
17 November 20 Dacember 2006 2003 2002
2006 2005
Exercise Price Nil Nil $1.50 $1.00 $0.90
Risk-fiee interest rate 5.94% 5.73% 5.30% 5.56% 5.22%
Volatility 50% 56% 56% 3% 35%
Expity Date 1 Sep 2011 1 Sep 2010 1 Jan 2011 23 Nov 2008 22 Qct 2007
Dividend yield - - - - -
Average Fair Value per option/right (cents) 70 40 1" 26 16
NAME Number and value ot Options end
Performance Rights (PRPs) for the year
ended 30 June 2007
Dr Rotand Scollay Number of optians/rights 418,608 253,663 1,000,000 1.672.276
Value for year endad 30.06.07 $110,844 531,424 $39,000 $183,268
Dr Chris Balyea Number of options/tighits 190,104 115,211 305,315
Value for year ended 36.06.07 $50,338 $15,180 $65,518
Mr Petar Dawsen'® Humber of optionsfiights 172,428 105,991 278,419
Value for year ended 30.06.07 $116,472 §34,283 $130,755
Ms Belinda Shave Number o1 optionsfighits 128,504 69,124 120,000 318,028
Value for yaar ended 30.06.07 $34,133 39,108 $4,698 $47,939
Dr Caroline Herd Number ot options/rights 135,744 76,037 150,000 361,781
Value for year ended 30.06.07 $35,944 $10,020 5967 $45,931
VESTING PRCPCRTIONS 25% - 01.09.07] 25%% -01.0%06] 35%-010206| 20%-231204| 20%-221.03
25% -01.09.05 | 25% -01.02.07] 35% -01.02.07| 20% -2312.05]| 20% - 22.11.04
25% - 01.0909| 25% -01,0908| 30%-01.02.08| 30%-230206] 30% -22.11.0%
5% - 01.09.10 | 25% - 1.09.09 30% - 2312.07 | 30% -22.11.06

th Mr Peter Dawson ccasad employment with the Company on 1 Apiil 2007. The vatue shown in the sbove 1able for Mi Dawson includes the acrelerated vesting of performance rights at the

date of cessation.




Qptions and Performance Rights granted as part of compensation
Table C pravides a breakdown of each share-based payment included in the compensation of Key Management Personnel for the year ended 30

June 2007.

TABLE C Grant date Grant number | Fair Value per Fair Value of Vvatue of Value of Fair Value of % compen-
option/ right | options /rights | opticns / rights | options / rights | options / rights sation
atgrant date | granted during exercised lapsed during included in consisting of

the year during the year the yaar remunaer-ation { options frights
durlng the year | during the year

Dr Roland Scollay

- Oplions 1 feb 2006 1,000,000 101065 - - - $39,000 5.50%

- Performance Rights 2{ Dec 2005 253,668 $0.4040 - - $11,415 $33.424 4.97%

- Pertormance Rights 17 Nov 2006 413,608 10.6991 $292.677 - - 4110,844 16.45%

Dr Chiis Belyea

- Performance Rights 20 Dec 2005 115,711 $0.2040 - - 15,184 $15.180 4.04%

- Performance Rights 17 Now 2006 194,104 $0.5091 $132.914 - - $50,338 13.41%

Mr Peter Dawson

- Performance Rights 20 Des: 2005 105,991 $0.4040 - $17152 $9.363 414,283 2.81%

- Pertormance Rights 17 Now 2006 172,428 306941 $120,544 $21,663 Y147 $116,472 22.90%

Ms Belinda Shave

- Options 23 Dec 2003 120,000 $0.2600 - - - $4,695 1.87%

- Performance Rights 20 Dec 2005 69,124 $0.404U - §7,304 33,110 49,108 3.63%

- Performance Righls 17 Nav 2006 128,904 $0.6991 $60,125 - - $34,133 13.60%

Ot Caroline Herd

- Options 72 Nov 2002 150,000 $0.1600 - - - 1067 0.37%

- Pertormance Rights 20 Dec 2005 76,037 304040 - $8.134 $3422 $10.020 3.80%

- Persormance Rights 17 Nov 2006 135,744 $0.6591 $94,908 - - $35.944 13.64%

TOTAL $731,168 §474,411

During the current period, there have been no alterations to the terms and conditions of performance rights or options granted as compensation

since their grant date.

Options and Performance Rights granted and vested during year ended 30 June 2007

TABLE D .
Performance Righis Options
Numbaer of Pérformance Number of Performance .
R R i Number of Qptions Number ot Options vested
Directors Rights grantad during Rights vastad during the
granted during the year during the year
the year yoar
207 418,608 35,937 - 350,000
Dt Roland Scollay X
2006 253,663 - 1,500,400 850,000
. 2007 150,104 16,324 - -
Dr Chuis Belyea i
2006 15,211 - - -
Other Key Management
Personnel
2007 172,428 226,741 - -
Mr Peter Dawson
2006 105,591 - - -
2007 128,904 9,793 - 36,000
Ms Belinda Shave U
2006 69,124 - - 24,000
5 2007 135,744 10,774 - 45,000
Dr Caroline Herd
2006 76,037 - - 120,000

Shares Issued to Key Management Personnel on exercise of compensation Options or Rights

30 June 2007
TABLE E Shares issued Paid per share Unpaid per share
Number 5 {$)
Mi Peter Dawison 226,74y $0.00 $0.00
Ms Belinda Shave 5,763 $0 00 $0.00
Dr Caratine Herd 10,274 $0.00 000
Total 242,308

20 June 2006

No shares were issued to any Key Management Personnel on the exercise of compensation options or rights during the period ended

30 June 2006.
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COMPANY PERFORMANCE

Metabolic has designed its compensation policies to ensure
significant linkage between rewards and specific achievements that
are intended to improve shareholder wealth. In assessing the link
between company perfermance and compensation policy, one must
acknowledge that biotechnology companies generally do not make a
profit until a drug is licensed or commercialised, either of which takes
nuUMerous years.

Furthermore, the bictechnology sector as a whaole is highly volatile,
significantly driven by market sentiment and inherently high risk,
Therefore, the direct correlation of compensation policy and key
financial performance measures such as Total Shareholder Return
(TSR), Net Earnings Per Share or Company Earnings, in the view of
the Board, are inappropriate. As an alternative, key milestones are
a more meaningful measure of performance to correlate levels of
compensation, These milestones are discrete achievements that can
be used to evaluate Metabolic's progress towards commercialising
its drugs.

At this stage of Metabolic’s project pipeline, the Company’s annual
expenditure is predominantly impacted by research and development
including the costs associated with clinical trials, The Company has
not made a profit and therefore no dividends have been declared,
nor has there been a return of capital since listing. Metabolic’s share
price has been driven by speculation in anticipaticn of results from
clinical trials and is not necessarily indicative of future share price
performance. To accurately assess the Company's performance, one
must assess Metabalic’s key milestones. The mifestones are directly
linked to the performance conditions set within the short-term and
long-term incentives that form a significant proportion of Senior
Management compensation. Such milestones typically include.

s commencement and completion of clinical trials on time and on
budget;

» the addition of other preclinical or clinical stage drug candidates
to Metabolic's drug pipeline;

*  ensuring sufficient capital resources (through securing
government grants and capital raisings); and

* licensing/partnering.

The Board continues to review Metabolic's compensation policy to
ensure competitive and appropriate rewards that will result in greater
shareholder wealth.

BOARD PERFORMANCE

Evaluating Board performance is an important element of the Board's
monitoring role, especially with regard to the long-term growth

of the Company and shareholder wealth. The Board conducts a
comprehensive annual self-evaluation to determine whether the
Board and its Committees are functioning effectively, Metabolic has
four Directars, and accordingly the costs associated with engaging
an external consultant to perform this exercise is not seen to be
heneficial o the Company.

During the period under review each Director was reguired to
complete a detailed questionnaire regarding roles and responsibilities,
business strategy, senior management and reporting and compliance
systems. The assessment dealt with individual performance as well as
the coltective performance of the Board and its Committees, including
consideration of the Board's overall cantribution to Metabelic and
identifying areas in which the Board could improve. The Board intends
to employ the same evaluation process in future years,

EMPLOYMENT CONTRACTS

Dr Roland Scollay - Chief Executive Officer

Dr Scollay served on the Metabolic Board as a non-executive Director
from November 2002, and commenced an ongoing employment
contract as Chief Executive Officer on 1 February 2005. Under the
terms of the present coniract:

+  Campensation will be reviewed annually;

*  DrScollay may resign from his position and thus terminate his
contract by giving six manths written notice,

s Metabolic may terminate Dr Scollay's contract by providing
12 months written notice or provide payment in lieu of all or
part of the notice period (based on the fixed component of
compensation}. On notice of termination by the Company, any
long-term incentive options and perfarmance rights that have
vested, or will vest during the natice period, may be exercised.
Long-term incentive options that are not vested will be farfeited;

*  Metabolic may terminate the contract at any time without
notice in circumstances that warrant summary dismissal. Where
termination with cause occurs, Dr Scollay is only entitled to that
portion of compensation which is fixed, and only up to the date
of termination; and

*  Performance based cash banuses of up to 20 percent of fixed
compensation will be paid annuaily against goals agreed between
Dr Scollay and the Board. A one-off special bonus will be paid
upon signing of a deal with a large pharmaceutical company,
with details and amount to be determined by the Board. Subject
to shareholder approval, Dr Scallay will continue to receive share-
based compensation as a long-term incentive.



Other Key Management Personnel contracts {excluding non-executive Directors)

All other Key Management Personnel {excluding non-executive Directors) are employed under ongoing employment contracts.
Under the terms of the present contracts:

¢ Compensation will be reviewed annually;

*  Resignation requires three months written notice;

+  Metabolic may terminate the cantracts by providing six months written notice or provide payment in lieu of all or part of the notice
period (hased an the fixed component of compensation). On notice of termination by the Company, any long-term incentive options and
performance rights that have vested, or will vest during the notice period, may be exercised. Long-term incentive options that are not
vested will be forfeited;

«  Performance-based cash bonuses of up to 15 percent of fixed compensation will be paid annually against agreed goals: and
s Metabolic will continue to provide share-based compensation as a long-term incentive (subject to sharenalder approval for executive

Directors).

OTHER INFORMATION

Loans to Directors and Executives

Mo loans have been made to Directors of Metabolic or to any of the other Key Management Personnel, including their personally related
entities.

Company Secretary

Details of the qualifications and experience of the Company Secretary are set out in the Board of Directors section in this Directors’ Report.

This Directors’ Repart, incorporating the Corparate Governance Statement and Remuneration Report, has been signed in accordance with
a Resolution of the Directors made on 29 August 2007,

! /
i

Mr Rob Stewart
Chairman

%«w /m%%

Roland Scollay
Chief Executive Officer

Melbourne
29 August 2007
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DIRECTORS' DECLARATION
In accordance with a resolution of the directors of Metabolic Pharmaceuticals Limited, we state that:
1. In the opinion of the directors:

{a} The financial report and the additiona! disclosures included in the directors’ report designated as audited,
of the Company are in accerdance with the Corporations Act 2001, including:

() giving a true and fair view of the Company’s financial position as at 30 June 2007 and its perfarmance
for the year ended on that date; and

(il complying with Accounting Standards and Corporations Regulations 2001.

{b) There are reasonable grounds to believe that the Company wil: be able 1o pay its debts as and when
they become due and payable.

2. This declaration has been made after receiving the declarations required to be made to directors in accordance
with section 295A of the Corporations Act 2001 for the financfal period ended 30 June 2007.

On behalf of the Board,

Reb Stewart
Chairman

s i,

Roland Scoliay
Chief Executive Officer

Melbourne
29 August, 2007
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FOR THE YEAR ENDED 30 JUNE 2007

Notes 30 June 2007 30 June 2006
$ $
Finance revenue 4(A) 1,373,946 1,080,916
Government grant income 4(B) 53,786 208,625
QOther income 4,366 178
Project expense 4C) (8.630,713) (7,299,424)
Employee benefits expense 4(D) (4,193,960) (3.432,840)
Depreciation and amortisation expense 4(E) (298,358) {286,317)
QOperating leases 4R {137,886) (131,453}
Laberatory expenses (241,616} (252,135)
Other administrative and overhead expenses 4G) (1,336,504} (1,181,419)
Net loss before income tax {13,406,939) (11,293,869)
Incame tax expense 5 - -

Net loss attributable to members

Basic loss per share {cents per share)

Diluted loss per share {cents per share}

(13,406,939) (11,293,869}

(4.57) cents {4.32) cents
{4.57) cents (4.32) cents
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AS AT 30 JUNE 2007

-

Note 30 June 2007 30 June 2006
$ $

CURRENT ASSETS
Cash and cash equivalenis 20,579,943 23,304,295
Receivables 8 240,445 342,077
Prepayments 145,374 89,032
Other 9 12141 12,141
Total Current Assets 20,977,903 23,747,545
NON-CURRENT ASSETS
Available-for-sale financial assets — investment in shares 10 487,500 487,500
Ptant and equipment 1 551,848 713,456
Total Non-Current Assets 1,039,348 1,200,956
Total Assets 22,017,254 24,548,501
CURRENT LIABILITIES
Trade and other payables 13 948,727 1,947,861
Provisions 14 223,273 201,032
Total Current Liabilities 1,173,000 2,148,893
NON-CURRENT LIABILITIES
Provisions 14 56,219 34,994
Total Non-Current Liabilities 56,219 34,994
Total Liabilities 1,229,219 2,183,887
Net Assets 20,788,032 22,764,614
EQUITY
Contributed equity 15 89,081,446 78,244,479
Reserves 15 1,465,463 872,073
Gains/{losses) on available-for-sale financial assets {12,500} (12,500)
Retained earnings/{(Accumulated losses) 15 (69,746,377)  (56,339,438)
Total Equity 20,788,032 22,764,614
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FOR THE YEAR ENDED 30 JUNE 2007
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Note Issued Capital Retained Other Total
Earnings/ Reserves
{Accumulated
Losses)
) $ $ )
At 1 July 2006 78,244,479 (56,339,438) 859,573 22,764,614
- Net unrealised gain/{loss) on available-for-sale - - - -
financial assets
- Deferred tax liability adjustment on net unrealised - - - -
loss an available-for-sale financial assets
Total fair value adjustments - - - -
— Total income and expense far the period recognised - - - -
directly in equity
- Profit/{Loss) for the period 15 - (13,406,939) - (13,406,939)
Total income/expense far the period - (13,406,939) - {13,406,939)
- Issue of shares and exercise of options 15 11,204,868 - - 11,204,865
~ Capital raising costs recognised in equity 15 (367,502) - - (367,902)
— Share-based payments 15 - - 563,390 593,390
At 30 June 2007 89,081,446  (69,746,377) 1,452,963 20,788,032
At 1 July 2005 61,777,978  (45,045,569) 549,331 17,281,740
— Fair value adjustments tc listed investments at - - 62,500 62,500
1 July 2005 on adoption of accounting standard
AASB 139 Financial Instruments; Recognition and
Measurement
- Net unrealised gain/(loss) on available-for-sate - - {75,000) (75,000)
financial assets
— Deferred tax liability on fair value adjustments to - - {18,750} {18,750)
listed investments at 1 July 2005
- Deferred tax liability adjustment on net unrealised - - 18,750 18,750
loss on available-for-sale financial assets
Totat fair value adjustments - - {12,500) {12,500)
- Total income and expense for the period recognised - - {12,500} {12.500)
directly in equity
— Profit/(Loss) for the pericd 15 - (11,293 869) - {11,293,869)
Total income/expense for the period - (11,293,869) (12,500) (11,306,369)
— Issue of shares and exercise of options 15 17,253,726 - - 17,253,726
- Capital raising costs recognised in equity 15 {787,225) - - (787,225)
- Share-based payments 15 - - 322,740 322,740
- Consideration paid on grant of options 15 - - 2 2
At 30 June 2006 78,244,479 (56,339,438} 859,573 22,764,614
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FOR THE YEAR ENDED 30 JUNE 2007

Note 30 June 2007 30 June 2006
$ $

Cash Flows from Operating Activities
Payments to suppliers and employees (14,876,653} (11,378,510)
Interest received 1,393,932 1,060,563
Receipt of government grants 4(B) 53,786 208,625
Sundry income 4,366 178
Net cash outflows from operating activities 7 {13,424,569) (10,109,144)
Cash Flows from Investing Activities
Payments for plant and equipment 1 (138,435) (170,778)
Proceeds on Sale of Fixed assets 1,685 -
Net cash outflows used in investing activities {136,750} (170,778)
Cash Flows from Financing Activities
Net Proceeds from issue of shares and options 7 10,836,967 16,506,859
Net cash inflows from financing activities 10,836,967 16,506,859
Net increase/(decrease) in cash and cash equivalents (2,724,352) 6,226,937
Cash and cash equivalents at beginning of pericd 23,304,295 17,077,358
Cash and cash equivalents at the end of period 7 20,579,943 23,304,295




The financial report is presented in Australian dollars.

1 CORPORATE INFORMATIOMN

The financial report of Metabolic Pharmaceuticals Limited

(the Company) for the year ended 30 June 2007 was authorised
for issue in accordance with a resolution of the Directors on

29 August 2007.

Metabelic Pharmaceuticals Limited is a company limited by
shares incorporated in Australia whose shares are publicly traded
on ASX Limited {(ASX code: MBP).

The Company operates predominantly in one industry and one
geographical segment, those being the pharmaceutical and
healthecare industry and Australia respectively. Relevant financial
information is presented in the Balance Sheet and Income
Statement.

The financial staterments of the Company have been prepared on
a going concern basis. The Company’s operations are subject to
major risks due primarily to the nature of research, development
and commercialisation to be undertaken. These risks may
materially impact the financial perfermance and position of the
Company, including the future value of the shares, options and
performance rights issued, The going concern basis assumes that
future capital raisings wiil be available to enable the Company

to undertake the research, development and commercdialisation
of its projects and that the subseguent commercialisation of the
developed products will be successful. The financial statements
take no account of the consequences, if any, of the inability of
the Company to obtain adequate funding nor of the effects of
unsuccessful research, development and commerdialisation of

the Company’s projects.

(B) STATEMENT OF COMPLIANCE

The financial report complies with Austrafian Accounting
Standards, which include Australian equivalents to International
Financial Reporting Standards (AIFRS), The financial report also
compilies with International Financial Reporting Standards (IFRS).

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

(A) BASIS OF PREPARATION

The financial report is a general-purpose financial report, which
has been prepared in accordance with the reguirements of the
Corporations Act 2001, applicable Accounting Standards and
other mandatory professional reporting requirements. Australian Accounting Standards and Interpretations that have
recently been issued or amended but are not yet effective have
not been adopted by the Company for the annual reperting
pericd ended 30 June 2007. These are outlined in the table

below.

The financial report has been prepared on an historical cost
basis, except for available-for-sale financial assets that have been
measured at fair value.

Reference i Title Summary §Application {impact on Company financial §App|ication
: i date of ireport :date for
:standard* iCompany*

AASB 2005-10 Amendments to : Amendments arise i1 January 2007 { AASB 7 is a disclosure standard so i1 July 2007
Australlan Accounting : from the release in :will have na direct impact on the :
éStandards [AASB 132, :August 2005 of : amounts included in the Company's
IAASB 101, AASS 114, } AASB 7 Financial i financial report. However, the :
TAASB 117, AASB 133, :instruments: tamendments will result in changes to 3
T AASB 135, AASB 1, : Disclosures. ‘ the financial instrument disclosures  :
§AASB 4, AASB 10238 © : {included in the Company’s finandial
P AASB 1038) : : : report.

AASB 20071 : : Amendments to : i Amending standard 1 March 2007 §The Company does not enter into 1 July 2007
{ Australian Accounting  fissued as a : Group or Treasury share transactions :
! Standards arising from  consequence of is0 the standard is not expected to
AASB Interpretation 11 i { AASB Interpretation : have any impact on the Company's
[AASB 2] : 11 AASE 2 - Group : financial report impact.
5 and Treasury Share ;
: Transactions.

AASS 2007-2 ,Amendments to .Amendmg standard 1 January 2008 ; As the Campany currently has no i1 July 2008
¢ Australian Accounting Eissued asa Eservice concession arrangements or :
: Standards arising from :consequence of AASB : public-private—partnerships {PPP}, it is :
{AASB Interpretation  }Interpretation 12 i expected that this Interpretation will
H 12 [AASB 1, AASB 117, § Service Concession {have no impact on the Company's
P AASB 118, AASB 120, :Arrangements. : : financial report. :
{ AASB 121, AASB 127, | ;
AASB 131 & AASB 139]: : :

.
v
M
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES conmiNuED...
{B) STATEMENT OF COMPLIANCE conTINUED...

Reference Title {Summary ! Application  § ! Impact on Company financial i Application
i date of ireport idate for
: : standard* 3 tCompany*
AASB 2007-3  } Amendments to i Amending standard 1 January 2009 } AASB 8 is a disclosure standard so i1 July 2009
! Australian Accounting @ issued as a : W|II not have a direct impact on the

i Standards arising from éconsequence of
: AASB B [AASB 5, AASB: AASB 8 Operating
16, AASB 102, AASB : Segments.

tamounts included in the Company's :
: financial report. However the new
Estandard is expected ta have an

1107, AASB 119, AASB : |mpact on the Company's segment
$127, AASB 134, AASB i : disclosures as segment information
1136, AASB 1023 & : : i based on management reports are

+ AASB 1038) : : : more detailed than those currently

: : : i reported under AASB 114, The effect

: { of the impact of this new standard is

:yet to be determined.

AASB 2007-4 :  Amendments to _Amendrnents arising 11 July 2007 i These amendments may reduce the 1 July 2007
: Australian Accounting  : as a result of the t extent of some disclosures in the

Standards arising from AASB decisions that, §Company‘s financial report.
ED 151 and Other tin principle, all options & : :
i Amendments [AASB i that currently exist :
i1,2,3,4,5,6,7, 102, :under IFRSs should
107 108, 110, 112, 114, } be included in the 3
i116, 117, 118, 115, 120, | Australian equivalents
121,127,128, 129, éto IFRSs and additicnal ;
: 130, 131, 132,133, gAustraIian disclosures  :
1134, 136, 137,138, : should be eliminated,
139 141, 1023 & 1038) { other than those now | : :
con5|dered particularly :
trelevantin the :
EAustraIian reporting
: environment,

AASB 2007-5 :Amendments to i This standard makes 1 July 2007 : This amendment anly relates to 11 July 2007
: Australian Accounting :amendments to AASB i Non—for—Profit entities and as such is }
i Standard - Inventories {102 lnventories. : I not expected to have any impact on
i Held for Distribution by | : : the Company’s financial report. :

i Non~for-Profit Entities } : :
{[AASE 102)

AASB 2007-6 :Amendments to i Amending i1 January 2009 § The amendments to AASE 123 1 July 2009
: Australian Accounting  :standard issued as ; : require that all borrowing costs :
i Standards arising from :a consequence of : { associated with a qualifying asset
1AASB 123 [AASB i revisions to AASB 123 i be capitalised. The Company has
11, AASB 101, AASB : Borrowing Costs. i no borrowing costs associated with
1107, AASB 111, AASB ¢ : : qualifying assets and as such the
1116, & AASB 138and i : iamendments are not expected to
ginterpretations 18&12) § i have any impact on the Company’s

: : : ! financial report. :

AASB 2007-7 i Amendments to ;Amendlng standards 1 luly 2007 :The amendments are minor and i1 July 2007
i Australian Accounting ! for wording errors, : t do not affect the recognition, :
iStandards [AASB 1, idiscrepencies and i measurement or disclosure
IAASB 2, AASB 4, AASB! tinconsistencies. : : requirements of the standards.

i5, AASB 107 & AASB ¢ : i Therefore the amendments are not
1128] i expected to have any impact an the

t Company’s financial report.




2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES conTinueD...
{B) STATEMENT OF COMPLIANCE CONTINUED...

: tSummary éApplication ! Impact on Company financial t application
i date of ireport i date for
: : i standard* : 5 Company*
AASB 7 : ! Financial Instruments:  : New standard : £ 1 January 2007 : : Refer to AASB 2005-10 above. 1 July 2007
i Disclosures : replacing disclosure : :
: i requirements of AASB
1130 Disclosures in the : :
: i Finance Staternents : :
iof Banks and Similar  }
: t Financial Institutions  } : H
*and AASB 132 financial: : :
dInstruments: Disclosure

i and Presentation,

AASE 8 i Operating Segments  : New standard replacing § 1 January 2009 i Refer to AASB 2007-3 above. 1 July 2009
: AASB 114 Segment : : :
:  Reporting, which
: adopts a management : :
iapproach to segment  }
{ reporting. :
AASB 101 : Presentation of : ! Amendments arise i1 January 2007 The changes to AASB 101 will have 1 July 2007
i Financial Statements & from the release in : : no impact on the financial report. :
'October 2006 as a :
: ! consequence of ED148
F { Proposed Amendments
{to AASB 101. :
AASB 123 { Borrowing Costs i The amendments to i1 January 2009 Refer to AASB 2007-6 above, ‘| July 2009
{amended) : : AASB 123 require that : : :
fallborrowing costs i i i
: : associated with a :
{ qualifying asset must
: : be capitalised.
AASB  Interim Financial | Addresses an j 1 November _The prohibitions on reversing 1 July 2007
Interpretation  : Reporting and tinconsistency between 2006 ‘impairment losses in AASB 136 .
10 Himpairment : AASB 134 interim tand AASB 139 which are to take |
: ! Financial Reporting : i precedence over the more general f
: 1and the impairment : :statement in AASB 134 are not i
: trequirements relating Eexpected to have any impact on the  :
i to goodwill in AASB i Company’s financial report.
: : 136 Impairment of : : : ‘
: ! Assets and equity : : : |
: dinstruments classified : : |
tas available for
: :salein AASB 139 : : :
i financial Instruments:
: i Recognition and
: i Measurement.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES conminuep...
{B) STATEMENT OF COMPLIANCE CONTINUED...

1 January 2008 @ Refer to AASB 2007-2 above.

Reference Tltle

AASB TAASB 2 - Group
Interpretation  :and Treasury Share
1] i Transactions

AASB { Service Concession
Interpretation  : Arrangements

12 :

I Customer Loyalty
: Programmes

IFRIC
Interpretation
13

.

Summary

Addressed whether
: certain types of

: share-based payment

: transactions with
temployees (or other

: suppliers of goods

i and services) should

: be accounted for

i as equity-settled

ior as cash—settled

: transactions under

1 AASB 2 Share-

i based Payment. It

i also specifies the
taccoeunting in a

i subsidiary’s financial
:statemnents for

: share—based payment
: arrangements involving
i equity instruments of
‘the parent.

I Clarifies how

: operators recognise
the infrastructure as a
: financial asset and/or
:an intangible asset

i— not as property, plant §

vand equipment. :
i1 July 2008

I Deals with the

accounting for

: customer loyalty

i programmes, which are }
tused by companies to

: provide incentives to

I their customers to buy |
i their products or use

: their services.

iAppIication

§date of
standard*

i1 March 2007

! Impact on Company financial
ireport

§The Company does not have any

gdate for
:Company*

{Refer to AASB 2007-1 above. 1 July 2007

1 July 2008

: customer loyalty programmes and

: as such this interpretation is not
éexpected to have any impact on the
: Company’s financial report. :

LAS 19— The Asset

: Ceiling: Availability

14 : of Economic Benefits
iand Minimum Funding
: Requirements

Interpretation

$ Aims to clarify how to
: determine in normal
 circumstances the limit
lon the asset that an
temployer’s balance

i sheet may contain in

i respect of its defined

: benefit pension plan,

*designates the beginning of the applicable annual reporting period

i1 January 2008 The Company does nat have a

: defined pension plan and as such this :
mterpretatlon is not expected to have }
tan impact on the Comnpany's fmanmal
: report. :

§Application

1 July 2008

_1imy2008




(Q) SIGNIFICANT ACCOUNTING JUDGEMENTS,
ESTIMATES AND ASSUMPTIONS

Share-based payment transactions

The Company currently provides benefits to employees
{including Executive Directors) in the form of share-based
payment transactions, whereby employees render services
in exchange for shares or rights over shares (‘equity—settled
transactions’).

There are currently two plans in place to provide these benefits:

(i) the Metabolic Employee Share Option Plan; and
(i) the Metabolic Performance Rights Plan.

Information relating to the Company's share—based payment
plans is set out in note 12 and the Remuneration Report section
of the Directars’ Report.

The cost of these equity-settled transactions with employees
is measured by reference to the fair value at the date at which
they are granted. The fair value of the options issued under the
Metabolic Employee Share Option Plan is determined by using
2 binomial model. The fair value of performance rights issued
under the Metabolic Performance Rights Plan is determined

by using a Barrier "Up and Call" Qption Pricing Model or the
market share price on the date of grant for those performance
rights subject to a market candition and a Black-5choles/
Merton or Binomial Distribution Option Pricing Model for those
performance rights with non-market performance conditions.

In determining the fair value of equity-settled transactions,
no account is taken of any performance conditions, other
than conditions linked to the price of the shares of Metabolic
Pharmaceuticals Limited (‘market conditions’).

The cost of equity—settled transactions is recognised, together
with a corresponding increase in equity, over the period in which
the performance conditions are fulfilled, ending on the date on
which the relevant employees become fully entitled to the award
{‘final vesting date’).

The cumulative expense recognised for equity—settled
transactions at each reporting date until vesting date,
reflects the extent to which the vesting period has expired.

: No adjustment is macde for the likelihood of market performance
conditions being met as the effect of these conditions is
in¢luded in the determination of fair value at grant date.

No expense is recognised for awards that do not ultimately vest,
except for awards where vesting is conditional upon a market
condition.

(D) PLANT AND EQUIPMENT

Plant and equipment is stated at cost less accumulated
depreciation and any impairment in value, Depreciation is
calcutated on a straight-line basis over the estimated useful life

of the asset as follows:
Office equipment - 3to10years

Laboratory plant and equipment - 5 years

(E) PLANT AND EQUIPMENT IMPAIRMENT

lmpairment

The carrying values of plant and equipment are reviewed for
impairment at each reporting date, with recoverable amount
being estimated when evenis or changes in ¢ircumstances
indicate that the carrying value may be impaired.

The recoverable amount of plant and equipment is the higher
of fair value less costs to sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks
specific to the asset.

For an asset that does not generate largely independent

cash inflows, recoverable amount is determined for the cash
generating unit to which the asset belongs, unless the asset’s
value in use can be estimated to be close to fair value.

An impairment exists when the carrying value of an asset
exceeds its estimated recoverable amount. The asset is then
written down to its recoverable amount. Impairment losses
are recognised in the income statement,

Derecognition and disposal

Plant and equipment is derecognised upon disposal or when

no future economic benefits are expected to arise from

the continued use of the asset. Any gain or loss arising on
derecognition of the asset (calculated as the difference between
the net disposal proceeds and the carrying amount of the item)
is included in the income statement in the period the item is
derecognised.

(F) RESEARCH AND DEVELOPMENT COSTS

Research and patent costs are expensed as incurred.

An intangible asset arising from development expenditure

on an individual project is recognised only when the Company
can demonstrate the technical feasibility of completing the
intangible asset so that it will be available-for-use or sale.

No development expenditure has been carried forward.

(G) INVESTMENTS AND OTHER FINANCIAL ASSETS

Available-for-sale investments

After initial recagnition, investments which are classified as
available-for-sale are measured at fair value. For investments
that are actively traded in arganised financial markets, fair value
is determined by reference to Stock Exchange quoted market
bid prices at the close of business on the balance sheet date.
Gains or losses on available-for-sale investments are recognised
as a separate component of equity until the investment is sold,
collected or otherwise disposed of, or until the investment is
determined to be impaired, at which time the cumulative gain
or loss previously reported in equity is included in the income
statement.
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

2 SUMMARY OF SIGNIFICANT ACCOUNTING (N) TRADE AND OTHER PAYABLES

a6

POLICIES conTINUED...

{(H) IMPAIRMENT OF INVESTMENTS AND OTHER

"

)

FINANCIAL ASSETS

If there is objective evidence that an available-for-sale
investment is impaired, an amount comprising the difference
between its costs and its current fair value, less any impairment
loss previously recognised in profit or fess, is transferred from
equity to the income statement.

CASH AND CASH EQUIVALENTS

Cash at bank and shori-term deposits mature in three months
or less and are stated at nominal value.

EMPLOYEE LEAVE BENEFITS

Liabilities for wages, salaries and annual leave expected to be
settled within 12 months of the reporting date and pro—rata
long service leave far employees with over seven years of
service, are recognised in current liabilities provisions in respect
of employees’ services up to the reporting date. Wages,
salaries, annual leave and long service leave are measured at the
amounts expected to be paid when the liabilities are settled.

Liabilities for pro-rata long service leave for employees with

less than seven years of service are recognised in non—current
liabilities provisions and measured at the present value of
expected future payments to be made in respect of services
provided by employees up to the reporting date. In determining
the present value of future cash outflows, the market yield as at
the reporting date on national government honds, which have
terms to maturity approximating the terms of the related liability,
are used,

(K) OPERATING LEASES

(L)

The minimum lease payments of operating leases, where the
lessor effectively retains substantially all of the risks and benefits
of ownership of the leased items, are recognised as an expense
in the income statement cn a straight-line basis over the lease
term.

REVENUE RECOGNITION

Revenue is recognised to the extent that it is probable that the
economic benefits will flow to the entity and the revenue can
be reliably measured.

For interest revenue, the specific recognition criteria that must
be met before revenue is recognised is the contral of the right
to receive the interest payment.

Interest receivable, being interest accrued, and GST recoverable
are recorded at amortised cost and due to the short-term nature
of these receivables they equate to face value.

(M) GOVERNMENT GRANTS

Government grants are recognised at their fair value where there
is reasonable assurance that the grant will be received and all
attaching conditicns have been complied with.

{rade payables and other payables are carried at amortised
cost and represent liabilities for goods and services provided

to the Company prior to the end of the financial year that are
unpaid and arise when the Company becomes obliged to make
future payments in respect of the purchase of those goods and
services. The amounts are unsecured and are normally settled
on 30-day terms.

{O) INCOME TAX

Deferred income tax is provided on all temporary differences
at the balance sheet date between the tax bases of assets and
liabilities and their carrying amounts for financial reporting
purposes.

Deferred income tax assets are recognised for all deductible
temporary differences, and the carry—forward of unused tax
assets and unused tax losses, ta the extent that it is probable
that taxable profit will be available against which the deductible
temporary differences, and the carry—forward of unused tax
assets and unused tax losses can be utilised.

Deferred income tax assets and liabilities are measured at the
tax rates that are expected to apply to the year when the asset
is realised or the liability is settled, based on tax rates (and tax
laws) that have been enacted or substantively enacted at the
balance sheet date.

Income taxes relating to items recognised directly in equity
are recognised in equity and not in the income statement,

{P) GOODS AND SERVICES TAX (GST)

Revenues, expenses and assets are recagnised net of GST
except:

* where the GST incurred on a purchase of goods and services
is not recoverable from the taxation authority, in which case
the GST is recognised as part of the cost of acquisition of the
asset or as part of the expense item as applicable; and

» receivables and payables are stated with the amount of GST
(if any} included.

The net amount of GST recoverable from, or payable to, the
taxation authority is included as part of receivables or payables
in the Balance Sheet. Cash flows are included in the Statement
of Cash Flows on a gross basis (i.e, including GST) and the GST
component of cash flows arising from investing and financing
activities, which is recoverable from, or payable to, the taxation
authority are classified as operating cash flows. Commitments
and contingencies are disclosed exclusive of the amount of GST
recoverable from, or payable to, the taxation authority.




(Q) EARNINGS PER SHARE (EPS)

Basic EPS is calculated as net profit/{loss) attributable to
members, adjusted to exclude costs of servicing equity {cther
than dividends), divided by the weighted average number of
ordinary shares.

Diluted EPS is calculated as net profit/(loss) attributable
to members, adjusted for:

» costs of servicing equity {ather than dividends);

« the after-tax effect of dividends and interest associated
with dilutive potential ordinary shares that have been
recognised as expenses; and

+ other non-discretionary changes in revenues or expenses
during the period that would result from the dilution of
potential ordinary shares,

divided by the weighted average number of ordinary shares and
dilutive potential ardinary shares.

As the Company incurred a loss for the period under review
and in the prior year comparison, potential ordinary shares,

being options and performance rights to acquire ordinary shares,

are considered non—dilutive and therefore not included in the
diluted earnings per share calculation.

(R) CONTRIBUTED EQUITY

Ordinary shares are classified as equity and recognised at
the fair value of the consideration received by the Company.
Any transaction costs arising on the issue of ordinary shares
are recognised directly in equity as a reduction of the share
proceeds received.

{S) FINANCIAL INSTRUMENTS INCLUDED IN EQUITY

Ordinary share capital bears no special terms or conditions
affecting income or capital entitiements of the shareholders.

(T) FOREIGN CURRENCY TRANSLATION

Foreign currency items are translated to Australian currency on
the following basis:

» Transactions are converted at exchange rates approximating
those in effect at the date of the transaction; and

= Foreign currency monetary items that are outstanding at the
reporting date are translated using the spot rate at the end of
the financial year.

Exchange differences relating to monetary items are included in
the income Statement.

(U) COMPARATIVES

Where necessary, comparatives have been reclassified and
repositioned for consistency with current year disclosures.

3 SEGMENT INFORMATION

The Campany operates predominantly in one industry and one
geographical segment, those being the pharmaceutical and
healthcare industry and Australia respectively. Relevant financial
information is presented in the Balance Sheet and Income Statement,

30 June 2007 30 june 2006
5 '
4 REVENUES AND EXPENSES
{A) REVENUE
Finance revenue 1,373,946 1,080,916
Details of finance revenue:
Term deposit interest 1,325,330 1,030,173
Grant account interest 8,345 9,792
Bank account interest 40,271 40,951
1,373,946 1,080,916
(B) GOVERNMENT GRANT INCOME
Government grants 53,786 208,625

An Export Market Development Grant of $62,144 has been received from the government. There are no unfulfilled conditions or
contingencies attaching to this grant. Also, the sum of $8,358 was repaid to the government relating to the Commercial Ready Grant
funding of $208,625 received in the previous year. The Company did not benefit directly from any other forms of government assistance.
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)
Note 30 june 2007 30 June 2006
$ $
4 REVENUES AND EXPENSES conTinueD...
(C) PROJECT EXPENSE
{1) Preclinical expense
() ACV1 - Neuropathic Pain {115,499) {154,431}
(i) AODI&04 ~ Obesity (715,126} (213,305)
(iiiy Other projects (467,195} (167.807)
(1,297,820} (535,543)
(2) Clinical Trials expense
{i) ACV1 - Neuropathic Pain {1,518,050) {674,245)
(i} AOD9604 - Obesity (3.123,505) (3.829,140)
(iii) Other projects (28,560) -
(4,670,155} (4,503,385)
(3) Formulation & Manufacture expense
(i) ACV1 - Neuropathic Pain (962.422) (304,988)
(i) AODIB04 - Obesity (122,565) (694,182)
{ii) Cther projects {204,573) (30,272)
{1,289,560) (1,028,442)
(4) Miscellaneous project expense
(i} ACV1 - Neuropathic Pain (775.645) {560,772)
(i) AOD9604 — Obesity (496,308) (646,995)
(iii) Other projects (101,22%) (23,287)
(1,373178) {1,231,054)
Total project expense
{i} ACV1-Neuropathic Pain (3,371,656} (1,694,436}
(iiy AOD9604 — Obesity {4,457,504) (5,383,622)
(i} Other projects (801,553) (221,366)
(8,630,713) (7,299,424)
(D} EMPLOYEE BENEFITS EXPENSE
Wages and salaries (3189,123) (2,714.764)
Superannuation (199,586) (239,071)
Share-based payment expense 128 {593,390) (282,384)
Directors’ fees (168,395) {152,860)
Long service leave provision 14(B) 2 (C) (35.664) (59,532)
Annual leave provision 14(A) (7,802) 15,71
{(4,193,960) (3,432,840)
(E} DEPRECIATION AND AMORTISATION EXPENSE
Depreciation ~ office equipment (61.777) (55.813)
Depreciation - laboratory equipment (236,581) (230,504)
(298,358} (286,317}




Note 30 June 2007 30 June 2006

$ $
{F) RENTAL EXPENSE RELATING TO OPERATING LEASES
Minimum lease payments - Laboratory (57.886) {51,453)
Minimum lease payments — Administration (80,000) (80,000}
(137,886) {131,453)
(G) OTHER ADMINISTRATIVE AND OVERHEAD EXPENSES
Listing fees {44,612) (47,433)
Insurances (99,495) (107,972)
Accounting and Audit Fees (56,132) (45,500)
Investor Relations & Share Registry expenses {320,363) (214,997)
Other {815,902} (765.517)
(1,336,504) (1,181,419)
5 INCOME TAX
(A) RECONCILIATION OF INCOME TAX EXPENSE
TO PRIMA FACIE TAX PAYABLE
Net Loss before income tax expense (13.406,939) (11,293,869)
Prima facie tax calculated at 30% (2006: 30%) {4,022,082) {3,388,161)
Tax effect of amounts which are not deductible:
- Entertainment 3,273 713
— Share-based payments 178,017 84,715
Effect of tax concession for Research and Development (1.191,350) (719,059)
(5.032,142) (4,021,792)
Current year tax losses not brought to account 5,004,580 4,001,880
Current year temporary differences not brought to account 27,552 19,912
Income tax expense - -
(8) DEFERRED TAX ASSETS NOT BROUGHT TO ACCOUNT l
Unused tax losses for which no deferred tax asset has been recognised 82,140,756 64,306,416
Deductible temporary differences — no deferred tax asset has been recognised 1,804,882 1,634,336 !
Prior year under/over accrual - 884,124 |
83,945,638 66,824,876 ‘
Potential tax benefit at 30% 25,183,692 20,047,463 |

This benefit of the tax losses will only be realised if:

(i) the Company derives future assessable income of a nature and amount sufficient to enable the benefit of the taxation deductions
to be realised;

(i) the Company continues to comply with the conditions for deductibility imposed by law; and

(iiiy there are no changes in taxation legistation adversely affecting the Company in realising the benefit,

METABOLIC ANNUAL REPORT 2007 49




50

AR e N T L
D PrIN N . N KATENY A N~ S . N
RPN Lot s WL w e R Y] E U

FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)
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30 June 2007 30 June 2006
$ $

6 EARNINGS PER SHARE (EPS)

Basic EPS amounts are calculated by dividing the net loss for the year by the weighted average number of ordinary shares outstanding
during the year.

Diluted EPS amounts are calculated by dividing the net loss for the year by the weighted average number of ordinary shares outstanding
during the year plus the weighted average number of ordinary shares that would be issued on the conversion of all the dilutive potential
ordinary shares into ordinary shares.

Basic EPS:
- 20 June 2007 (4.57) cents per share
~ 30 June 2006 (4.32) cents per share
Diluted EPS:
— 30 June 2007 {4.57) cents per share
- 30 June 2006 (4.32) cents per share

The following reflects the income and share data used in the calculation
of basic and diluted EPS:

Net loss used in calculating basic and diluted EPS ($13,406,539) {$11,293,869}

Weighted average number of ordinary shares on issue
used in the calculation of basic EPS 293,141,502 261,299,794

Effect of dilutive securities:

Share options - -
Performance rights 1,644,340 459,334

Potential ordinary shares that are not dilutive and are excluded
from the calculation of diluted EPS 8,250,888 11,833,628

As the Company has incurred a net loss for the years ending 30 June 2007 and 30 June 2008, potential ordinary shares, being options and
performance rights to acquire ardinary shares, are considered non-dilutive and therefore not included in the diluted EPS calculation.

Any further transactions invelving ardinary shares or potential ardinary shares between the reporting date and the date of completion of
these financial statements are detailed in the table contained in Note 15,




30 June 2007 30 June 2006
$ 3
7 CASH AND CASH EQUIVALENTS
RECONCILIATION OF CASH AT THE END OF THE YEAR
Cash at bank and in hand (i} 629,943 254,295
Short-term deposits (ii) 19,950,000 23,050,000
20,579,943 23,304,295

(i) Cash at bank earns interest at floating rates based on daily bank deposit rates.

{ii} Short-term depasits mature within 27 and 91 days and have interest rates between 5.7% and 6.5% (2006: short-term deposit rates

between 5.0% and 6.0%).

For the purpases of the Cash Flow Statement, cash and cash equivalents comprises cash at bank and investments in short-term deposits

as listed above. The Company has no borrowings.

RECONCILIATION OF NET LOSS AFTER INCOME TAX TO NET CASH FLOW FROM OPERATING ACTIVITIES

Net Loss attributable to members (13,406,939) {11,293,869)
Adiustments for non-cash items:
Depreciation 298,358 286,317
Share-based payment expense 593,390 282,384
Change in assets and liabilities during the financial year:
{Increase)/decrease in interest receivable 19,986 (20,353)
{Increase)/decrease in prepayments (56,342) 30,262
{Increase)/decrease in other assets 81,646 {173,277)
Increase/{decrease) in payables {998,134) 735,631
Increase/(decrease) in employee provisions 43,466 43,761
Net cash outflows from operating activities {13,424,569) (10,109,144}

DISCLOSURE OF FINANCING ACTIVITIES

The net proceeds from issue of shares and consideration paid on issue and exercise of employee options during the year ended

30 June 2007 was $10,836,967:

No. of shares ’ t
i
|

$ !
Issued |
Private Placement of ardinary shares to institutional and professional investors 10,500,000 14,583,333 : !
Options converting to ordinary shares (MBPAW) 704,869 1,281,581 i I
Performance Rights converting to ordinary shares {MBPAA}) - 99,064 } ,
Performance Rights converting to ordinary shares {MBPAB} - 166,680 .
Total Proceeds/Total shares issued during the year 11,204,869 16,130,658 é
Capital raising costs recognised as a reduction to equity (367,902) - : .
Net cash inflows from financing activities/Shares issued 10,836,967 16,130,658
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30 June 2007 30 June 2006
$ $
8 RECEIVABLES (CURRENT)
Interest receivable 75,234 95,220
GST recoverable 165,213 246,857
240,445 342,077
9 OTHER CURRENT ASSETS
Security deposits 12141 12,141
10 AVAILABLE-FOR-SALE FINANCIAL ASSET
At beginning of year 487,500 500,000
Adjustment on adoption of AASB139 on 1 July 2005 - 62,500
Net unrealised gain/{loss) - {75,000)
Balance at end of year 487,500 487,500

The sum of $500,000 was paid in December 2004 by way of subscription monies for 1,250,000 shares at $0.40 per share in the initial
public offering of Neuren Pharmaceuticals Limited (ASX Code: NEU) which were subsequently issued on 28 January 2005.

Available-for-sale investments consist of investments in ordinary shares and therefore have no fixed maturity date.

11 PLANT AND EQUIPMENT
OFFICE EQUIPMENT

(i) Cost
Opening balance 335,259 285,813
Additions 71,531 49,446
Disposals (7.415) -
Closing balance 399,375 335,259

(iijAccumulated Depreciation

Opening balance (205,965) (150,152}
Depraciation for the year {56,047) {55,813)
Closing balance (262,012} (205,965}
Net Book Value - Office Equipmant 137,363 129,294
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30 June 2007

30 June 2006

$ $
LABORATORY PLANT AND EQUIPMENT
{i} Cost
Cpening balance 1,232,363 1,111,031
Additions 66,904 121,332
Closing balance 1,299,267 1,232,363
(ii}Accumulated Depreciation
Opening balance (648,201) (417,697)
Depreciation for the year (236,581) (230,504}
Closing balance (884,782} (648,201}
Net Book Value - Laboratory Plant and Equipment 414,485 584,162
Net Book Value - Plant and Equipment 551,848 713,456

A review of the carrying values of plant and equipment for impairment determined that there is no indication that the carrying values
may not be recoverable.

12 SHARE-BASED PAYMENTS

A. EMPLOYEE SHARE-BASED PAYMENT PLANS

The Company currently pravides benefits to employees (including Executive Directors) in the form of share-based payment transactions,
whereby employees render services in exchange for shares or rights over shares (equity-settled transactions). There are currently two plans in
place to provide these benefits:

(i) the Metabolic Employee Share Option Plan; and
(i) the Metabeolic Performance Rights Plan.
The cost of these equity-settled transactions with employees is measured by reference to the fair value at the date at which they are granted.

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the period in which the
performance conditions are fulfilled, ending on the date on which the relevant employees become fully entitled to the award (‘vesting date’).

The expense recognised in the Income Statement in relation to share-based payments is disclosed in note 4(D) and 12B.
(i} EMPLOYEE SHARE OPTION PLAN

In February 2000, the Company established the Metabolic Employee Share Option Plan where the Company may, at the discretion of
management, grant options over the ordinary shares of Metabolic Pharmaceuticals Limited to Directors, Executives and members of staff
of the Company. The options, issued for nominal consideration, are granted in accordance with performance guidelines established by the
Directors of Metabolic Pharmaceuticals Limited, although the management of Metabolic Pharmaceuticals Limited retains the final discretion
on the issue of the aptions. The eptions are issued for varying terms ranging from 54 to 59 months and are exercisable on vesting dates
between the date of grant and expiry date.

Options issued pursuant ta the Metabolic Employee Share Option Plan will not be listed on ASX Limited (A5X). Application will be made to list
the shares issued on the exercise of the options on the ASX and such shares will rank equally with other ordinary shares of the Company.

The fair value of the options issued under the Metabolic Employee Share Option Plan is determined by using a binomial approximation model.
This model takes into account, as at grant date, the exercise price and expected life of the option, the vesting criteria, the current price of

the underlying share and its expected volatility, expected dividends and the risk-free interest rate for the expected life of the option. These
options, issued pursuant to the Metabolic Employee Share Option Plan, have an expiry date between 54 and 59 months from grant, generally
with staggered vesting terms based on anniversary periods. The option-pricing model values each of these vesting portions separately.
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

12 SHARE-BASED PAYMENTS continueD...

A. EMPLOYEE SHARE-BASED PAYMENT PLANS conTINUED...
(iy EMPLOYEE SHARE OPTION PLAN CONTINUED...

The following table lists the inputs to the model for options granted:

Date Options Granted

1Feb 2006 1Nov 2005 23 Dec 2003 22 Nov 2002 14 Dec 2001 11 Dec 2000
Binomial Option Pricing
Model Variables
Exercise price £1.50 $1.00 $1.00 £0.90 $0.90 $0.80
Risk-free interest rate 5.30% 5.39% 5.56% 5.22% 5.33% 5.40%
Volatility 56.40% 56.52% 35.00% 35.00% 35.00% 35.00%
Expiry date 1 Jan 20N 1 0Qct2010 23 Nov 2008 22 Qct 2007 14 Nov 2006 11 Nov 2005
Dividend yield - - - - - -
Average fair value per option (cents) 10.95 21.30 26.00 16.00 18.00 7.80
Options granted during the year ended 30 June 2007
There were no options granted during the current year.
Information with respect te the number of options granted under the Metabolic Employee Share Cption Plan is as follows:
(a) Employee Options over Ordinary Shares (No. of Options} at 30 June 2007
Date of 1ssue 1/02/06 1/11/0% 23/12/03 17401103 2211102 1411210 Total
ASX Code {untisted options) MBPAQ MBPAQ MBPAQ MBPAQ MEBPAQ MBPAQ
On issue at beginning of the year 1,000,000 500,000 479,900 150,000 150,000 249,900 2,529,800
Issued during the year - - - - - - -
Exercised during the year - - - - - - -
Cancelled/Forfeited during the peried - - - - - {249900) (249,500}
QOn issue at balanca date 1,000,000 500,000 479 900 150,000 150,000 - 2,278,900
Issued subsequent to balance date - - - - - - -
Exercised subsequent to balance date - - - - - - -
Cancelled subsequent to balance date - - - - - - -
On issue at date of Directors’ Report 1,000,000 500,000 479,900 150,000 150,000 - 2,279,900
Current number of recipients 1 1 5 2 1 1
Exercise price $1.50 $1.00 $1.00 90¢ a0¢ 90¢
Exercise period:  From 01/02/06 01/11/05 2312104 17/01/04 22111403 14412/02
To 01/01/11 01/10/10 23/11/08 1712007 22110407 14/11/06
Expiration date o101 01/10/10 23/11/08 17/12/07 22/10/07 14/11/06
The following propertiens vest
from the dates shown: 35%  01/02/06
35% 01/02/07
30% 01/62/08
20% 23112/04 17/01/04 22M1/03 14112/02
20% 23/12/05 17/01/05 22/11/04 1412/03
30% 2312/06 17/01/06 22/11/05 14/12/04
30% 2312807 17/01/07 22/11/06 14/12/05
100% 01/11/05
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(b) Information relating to Options exercised by employees during the year ended 30 June 2007

There were no options exercised by employees of the Company during the year ended 30 June 2007,

{¢) Employee Options over Ordinary Shares {No. of Options) at 30 June 2006

Date of Issue
ASX Code (unlisted options}

On issue at beginning of the year
Issued during the year
Exercised during the year (d)
Cancelled/Forfeited during the penod
On issue at balance date
Issued subsequent to balance date
Exercised subsequent to balance date
Cancelled subsequent to balance date
On issue at date of Directors’ Report
Current number of recipients
Exercise price
Exercise period.  From

To
Expiration date

The follewing propertions vest
from the dates shown: 35%

35%
30%
20%
20%
30%
30%
100%

Number of shares issued

Issue date: 310705
Exercise Price paid by

Employees

Issue date: 31/07/05
Value of shares issued

Issue date: 31/07/05

1/02/06 1105 23712003 23/7/03 10103 22/11/02  1412/01  25/05/01  11/12/00 Total
MBPAQ MBPAQ MBPAQ  MBPAS MBPAQ MBPAQ MBPAQ MBPAQ  MBPAQ

- - 579,900 1,130,765 264000 150,000 249900 80,000 250,000 2,704,569
1,000,000 500,000 - - - - - - - 1,500,000

- - - (484,615 - - - - - (484,615)

- — (100,000) (646,154) (114,000} - - (80,000) (250,000) (1,190,154}
1,000,000 500,000 479,900 - 150,000 150,000 249,900 - - 2,529,800
1,000,000 500,000 475,900 - 150,000 150,000 249,900 - - 2,529,800

1 1 5 - 2 2 1 - -

$1.50 $1.00 $1.00 55¢ 50¢ 90¢ %0¢ 80¢ 80¢
01/02/06 0111405 23/12/04 2340703 THO/GE  22/11/03  14112/02 25/05/02  11/12/01
0OV 0110A0 2311408 31/07/05  1712/07  22/10/07  14/11/06  25/04/06 11711405
010111 011010 23M11/08  3W0T/05  1742/07  22/0/07  14/11/06  25/04/06 1111505
01/02/06
01/02/07
01702108
2312104 17/01/04  22111/03  14/12/02  25/05/02  11A12/01
23/12/05 17/01/05  22/11/04  14112/03  25/05/03  11/12/02
2312106 17/01/06  22/11/05  14N204  25/05/04  11/12/03
23/12/07 17/01/07  22/11/06  14/12/05 25/05/05  11/12/04
01/11/05 23/07/03
{d} Information relating to Optiens exercised by employees during the year ended 30 June 2006 [
102/06 1711705 23/12/03  23/7/03 1MO1/03 22/11/02 1412401 25/05/01 11712400 |
MBPAG MBPAQ MBPAQ  MBPAS MBPAQ MBPAQ MBPAQ MBPAQ  MBPAQ |

- - - 484,615 - - - - - ‘}

- - - $266,538 - - - - -

- - - 3324682 - - - - -

The value of shares issued during the reporting period is estimated to be the market price of shares of Metabolic Pharmaceuticals Limited on ASX Limited as at close of

trading on the respective issue dates.

METABOLIC ANNUAL REPORT 2007 55




56

R S A . T A R Y o S o
\ 3 K fe A ri Y !

e T
N » N W E R £ . N
D Y U U N S S S ORI URPR

FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

12 SHARE-BASED PAYMENTS conTiNuED...

A. EMPLOYEE SHARE-BASED PAYMENT PLANS conTinuED...
{(ii) EMPLOYEE PERFORMANCE RIGHTS PLAN

In September 2005, the Board of Metabolic established the terms and conditions of a long-term incentive scheme for employees,

in the form of the Metabolic Performance Rights Plan {*Plan"}, The purpose of the Plan is to provide employees with the opportunity to
participate in the success of the Cempany and to provide them with further incentive to ensure wealth is created in the Company for the
benefit of all shareholders.

Under the Plan, an invited eligible employee is offered rights to acquire shares in the Company. There is no exercise price to be paid to acquire
a share upon exerdise of a performance right. Performance rights will be exercisable on a specified future date, subject
to meeting performance and service conditions,

Performance rights will not be listed on ASX Limited (ASX). Application will be made to list Metabolic's shares issued on the exercise of the
performance rights on the ASX and such shares will rank equally with other ordinary shares of the Company.

Performance rights are subject to the following performance conditions:

*  One-third of the performance rights granted are subject to share price performance and continued service.
*  One-third of the performance rights granted are subject to corparate goals and cantinued service.
»  QOne-third of the performance rights granted are subject to continued service alone.

The fair value of performance rights issued under the Plan is determined by using a Barrier "Up and Call” Option Pricing Model or the
market share price on the date of grant for those performance rights subject to a market conditicn and a Black-Scholes/Merton or Bionomial
Distribution Option Pricing Model for those performance rights with non-market performance conditions.

The assumptions used o cbtain a fair value for performance rights are listed in the following table:

Date Performance Rights Granted
17 Nov 2006 20 Dec 2005

Pricing Model Variables

Exercise price il Nil
Risk-free interest rate 5.94% 5.73%
Share Price at date of grant £0.705 10.46
Volatility/Standard Deviation 59.97% 56.40%
Expiry date 1 5ep 2011 1 Sep 2010
Dividend yield - -
Average fair value per performance right $0.70 £0.40

Performance Rights granted during the year ended 30 june 2007

During the current year the Company issued 1,527,096 performance rights, granted on 17 November 2006, using the assumptions
shown in the table above. The expected volatility was determined using the Company’s share price volatility for the 12 months prior
to the grant date,




{a) Employee Performance Rights over Ordinary Shares (No. of Performance Rights) as at 30 June 2007

Date of Issue 17/11/06 20/12/05 TOTAL
ASX Code {unlisted eptions} MBPAB MEBPAA
On issue at beginning of the year - 873,213 873,213
Issued during the year 1,527,096 - 1,627,096
Exercised during the year {b) {166,680) (99,064} (265,744)
Expired unexercised - - -
forfeited /Cancelled (138,060) (153,221) (291,281)
On issue at balance date 1,222,356 620,928 1,843,284
Issued subseguent to balance date - - -
Exercised subsequent to balance date - - -
Cancelled subsequent to balance date - - -
On issue at date of the Directors’ Report 1,222,356 620,928 1,843,284
Current number of recipients 20 18
Exercise price $0.00 $0.00
Exercise period:From 01/09/07 01/09/06
To 01/09/M1 01/09/10
Expiration date 01409/ 01/08/10
Vesting Proportions: 25% 01/09/07 01/09/06
25% 01/09/08 01/09/07
25% 01/09/09 01/09/08
25% 01/09/10 01/09/09

(b)Y Information relating to Performance Rights exercised by employees during the year ended 30 June 2007

17/11/06 20012705
MBPAB MBPAA
Number of shares issued E
lssue date: 13112106 48,729 '
26/01407 3918 i
10/04/07 166,680 45,046 !
24/05/07 1,371 |
Value of shares issued
Issue date: 13/12/06 $36,790
26/01/07 $4.114
10/04/07 $21,668 $5,856
24/05/07 $206

The value of shares issued during the reparting period is estimated to be the market price of shares of Metabolic Pharmaceuticals Limited on
ASX Limited as at close of trading on the respective issue dates,
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

12 SHARE-BASED PAYMENTS continueD...
A, EMPLOYEE SHARE-BASED PAYMENT PLANS CONTINUED...
(i) EMPLOYEE PERFORMANCE RIGHTS PLAN CONTINUED...

R A RN S S
N
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{c) Employee Performance Rights over Ordinary Shares (No. of Performance Rights) at 30 June 2006

Date of Issue 20/12/05
ASX Code (unlisted options) MEPAA
On issue at beginning of the year -
Issued during the year 873,213
Exercised during the year -
Expired unexercised -
Forfeited /Cancelled -
Cn issue at balance date 873,213
Issued subsequent 1o balance date -
Exercised subsequent to balance date -
Cancelled subsequent to balance date -
Cn issue at date of the Directors’ Report 873,213
Current number of recipients 2
Exercise price $0.00
Exercise period; From 01/09/06
To 01/09/10

Expiration date 01/09/10
Vesting Proportions; 25% 01/09/06
25% 01/09/07

25% 01/09/08

25% 01/09/0%

{d) Information refating to Performance Rights exercised by employees during the year ended 30 June 2006

There were no Performance Rights exercised by employees of the Company during the year ended 30 June 2006,

B. EXPENSES ARISING FROM SHARE-BASED PAYMENT TRANSACTIONS

30 June 2007

30 June 2006

$ $
Cptions issued under Employee Option Plan (60,568) (184,646)
Performance Rights issued under Performance Rights Plan (532,822) (97,738}
{593,350) (282,384)
13 TRADE AND OTHER PAYABLES (CURRENT)
30 June 2007 30 June 2006
$ $
Trade Payables (i) 949,727 1,647,861

(i) Trade payables are non-interest bearing and are normally settled an 30-day terms.




14 PROVISIONS (CURRENT & NON-CURRENT)

30 June 2007 30 June 2006
$ $
{A) CURRENT - ANNUAL LEAVE
Annual leave at beginning of year 141,775 157,546
Increase/{Decrease) in pravision during the year 7.802 (15,771)
Annual leave at end of year 149,577 141,775
(B) CURRENT - LONG SERVICE LEAVE
Lang service leave at beginning of year 59,257 -
Additional provision during the year 14,439 59,257
Long service leave at end of year 73,696 59,257
223,273 201,032
(C) NON-CURRENT — LONG SERVICE LEAVE
Long service leave at beginning of year 34,994 34,9
Additional provisian during the year 21,225 275
Long service leave at end of year 56,219 34,994
The number of full-time equivalents employed at 30 June 2007 was 17 (2006: 24).
15 CONTRIBUTED EQUITY AND RESERVES
{A) MOVEMENT IN CONTRIBUTED EQUITY FOR THE YEAR
Contributed equity at beginning of year 78,244,479 61,777,978
Proceeds from shares issued during the year (note 7) 11,204,865 17,253,726
Capital raising costs recognised in equity (367,902) (787,225}
Contributed equity at end of year 89,081,446 78,244,479
Number of Shares
On issue at start of year 284,565,483 247,297,153
Shares issued during the year 14,583,333 36,783,715
Options converting to ordinary shares 1,281,581 484,615
Performance Rights converting to ordinary shares 265,744 -
On issue at end of year 300,696,141 284,565,483

Terms and conditions of contributed equity

Ordinary Shares attract the right to receive notice of and attend and vote at all general meetings of the Compary, to receive dividends as declared
and, in the event of winding up the Company, to participate equally in the distribution of the assets {both capital and surplus), subject to any
amounts unpaid on shares. Each Ordinary Share entitles the holder to one vote, either in person ar by proxy, at a meeting of the Company.

Securities issued or granted during the year ended 30 June 2007:
Ordinary Fully Paid Shares:

¢ On 15 December 20086, 14,583,333 shares were issued at $0.72 per share pursuant to a Private Placement to existing institutional

shareholders and sophisticated investors in Australia.

¢ Between 13 December 2006 and 24 May 2007, 99,064 shares were issued on the exercise of unquoted employee performance rights

(ASX Code: MBPAA).

¢ On 10 April 2007, 166,680 shares were issued on the exercise of unguoted employee performance rights (ASX Code: MBPAB).
+ Between 30 November 2006 and 11 January 2007, 1,281,581 shares were issued at $0.55 per share on the exercise of unquoted

options (ASX Code: MBPAW).
Performance Rights:

* On 17 November 2006, 1,527,056 performance rights were issued to employees pursuant to the Metabolic Performance Rights Plan.

These rights have an expiry date of 1 September 2011 (ASX Code: MBPAB).
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15 CONTRIBUTED EQUITY AND RESERVES conTiNuED...

30 June 2007 30 June 2006
$ $
{B) OPTIONS/PERFORMANCE RIGHTS RESERVE
Balance at beginning of period 872,073 549,331
Share-based payments 593,390 322,740
Consideration paid on grant of employee options - 2
Balance at end of period (i) 1,465,463 872,073
(iy Represents the nominal consideration paid for
subscriber or employee options and the
fair value of options and performance rights.
(C) ACCUMULATED LOSSES
Accumulated losses at the beginning of the financial year (56,339,438) (45,045,569)
Net loss attributable to members (13.406,939) (11,293,869)

Retained profits/(losses) at the end of the financial year

16 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

(69,746,377)

(56,339,438)

The Company's principal financial instruments are cash and short-term deposits. The Company has other financial assets and liabilities such as

trade receivables and trade payables, which arise directly from its operations.

Details of the significant accounting policies and methods adopted in respect of each class of financial asset, finandal liability and equity

instrument are disclosed in Note 2.
Credit risk

There are no significant concentrations of credit risk within the Company.
The Company trades only with recognised, creditworthy third parties.

17 FINANCIAL INSTRUMENTS

Fair values

The carrying amounts of cash assets (current), receivables {current) and payables approximate their fair values.

Market values have been used to determine the fair value of listed available-for-sale financial assets.

18 COMMITMENTS AND CONTINGENCIES
(A) OPERATING LEASE COMMITMENTS — COMPANY AS LESSEE

The Company has entered into commercial office and laboratory leases. These leases have a lease term
of one to three years. On renewal, the terms of the lease are renegotiated.

Future minimum rentals payable under non-cancellable operating leases are as fallows:

Not later than one year
Later than one year and not later than five years

Later than five years

129,326 165,282
21,608 97,815
150,834 263,087
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

18 COMMITMENTS AND CONTINGENCIES conninuep...

{8} OTHER EXPENDITURE COMMITMENTS
Commitments contracted for at reporting date but not recognised as liabilities are as follows:

30 June 2007 30 June 2006
$ ]
Not later than one year 1.145,923 1,619,562
Later than one year and not later than five years - 153,572
Later than five years - -
1,145,923 1,773,134

Contingencies

The Directors were not aware of any contingent liabilities or contingent assets as at 30 June 2007,
There has been no change since that date.

19 RELATED PARTY DISCLOSURES

Cther than as disclosed in the Key Management Personnel disclosures section of the financial statements (Note 22) and the Remuneration

Repart section of the Directors’ Report, thers were no transactions with related parties during the period under review,

20 EVENTS AFTER THE BALANCE SHEET DATE

As set out in the Review of Cperations section of the Directors’ Report, subsequent to the Balance Sheet date, the Company announced:

e 6 July 2007 - Dr Evert Vios, a non-executive Director of the Company resigned.

* 14 August 2007 - the development of neuropathic pain drug, ACV1, has been discontinued. As a result of the discontinuance
of the ACV1 neuropathic pain project significant staffing changes have been made to reflect the changed activities of the Company.
The Company now has approximately 11 full-time equivalent staff including the laboratory. This event subsequent to the Balance Sheet

date does not affect any figures contained in the Annual Financial Report.

* 28 August 2007 - Dr Arthur Emmett, a non-executive Director of the Company resigned.

Other than as set out above, there has been no event that has significantly or may significantly affect the operations of the Company, the

results of those operations or the state of affairs of the Company in the subsequent financial period.

21 AUDITORS’ REMUNERATION

The auditor of Metabolic Pharmaceuticals Limited is Ernst & Young.

Amounts received or due and receivable by Ernst & Young for:

An audit or review of the financial reports of the entity:

- half and full-year audits 35,900 33.000
Other services in relation to the entity:

— preparation of tax return and related services 8,060 2,000
— AIFRS Impact Assessment Report and AIFRS advice 5,000 8,000
— ACV1 Grant Audit - 2,500
Total for entity auditors 48,960 45,500

The Directors are satisfied that the provision of non-audit services during the current period is compatible with the general standard of
independence for auditors imposed by the Corporations Act 2001. The nature and scope of each type of non-audit service provided means

that auditor independence was not compromised.
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22 KEY MANAGEMENT PERSONNEL DISCLOSURES

The Key Management Persannel compensation disclosures required by Paragraphs Aus 25.4 1o Aus 25.7.2 of AASB 124 Related Party
Disclosures are provided in the Remuneration Report in the Directors' Report, designated as audited.

(A) DETAILS OF KEY MANAGEMENT PERSONNEL

The Key Management Personnel of Metabolic are thase persons having autherity and responsibility for planning, directing and controlling
the activities of the Company, directly or indirectly, during the financial year. The Key Management Personnel are:

(i) Directors

Mr Rob Stewart Chairman (Non-Execuiive) — appointed 4 April 2007
Dr Arthur Emmett Director (Non-Executive} — resigned 28 August 2007
Dr Roland Scollay Director (Chief Executive Officer)
Dr Chris Belyea Director (Chief Scientific Officer)
Mr Don Clarke Director {Non-Executive) - appointed 12 April 2007
Dr Evert Vos Director {Non-Executive) — resigned 6 tuly 2007
Mr Patrick Sutch Director {Nen-Executive) — resigned 4 April 2007
Ms Robyn Baker Director {(Non-Executive) — resigned 4 April 2007
(i) Other Key Management Perscnnel
Dr Caroline Herd Vice President — Clinical and Regulatory Affairs
Ms Belinda Shave Company Secretary/Finandal Controller
Mr Peter Dawson Chief Financial Officer — ceased employment 1 April 2007

{B) OPTION AND PERFORMANCE RIGHTS HOLDINGS OF KEY MANAGEMENT PERSONNEL
(i) Option holdings of Key Managerment Personnel are listed in the following table:

Balance at  Granted as Options Met Change Balance at end Total Total Total Mot Total Vested
beginning of Campensation  Exercised Other of penod  Vested at end Exercisable at Exercisable at  during year
period of period  end of period end of period

Directors
Dr Reland Scoflay 2007 1,500,000 - - - 1,500,000 1,200,000 1,200,000 300,000 350,000
2006 - 1,500,000 - - 1,500,000 850,000 850,000 650,000 850,000
Dr Chais Belyea 2007 - - - - - - - - -
2006 276,523 - - (276,923) - - - - -
Cr Arthur Emmett 2007 - - - - - - - - -
2006 92,308 - - {92,308) - - - - -
Dr Evert Vos 2007 - - - - - - - - -
2006 276,923 - - (276,923) - - - - -

Other Key Management Personnel

Ms Belinda Shave 2007 120,000 - - - 120,000 84,000 84,000 36,000 36,000
2006 120,000 - - - 120,000 48,000 48,000 72,000 24,000
Dr Caroline Herd 2007 399,900 - - {249,5900) 150,000 150,000 150,000 - 45,000
2006 399,900 - - - 399,900 354,900 354,900 45,000 120,000
Total 2007 2,019,900 - - {249,900) 1,770,000 1,434,000 1,434,000 336,000 431,000

2006 1,166,054 1,500,000

1

(646,154) 2,019,900 1,252,900 1,252,900 767,000 594,000
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FOR THE YEAR ENDED 30 JUNE 2007 (CONTINUED)

22 KEY MANAGEMENT PERSONNEL DISCLOSURES convinue...

(B) OPTION AND PERFORMANCE RIGHTS HOLDINGS OF KEY MANAGEMENT PERSONNEL CONTINUED...
{ii) Performance Rights holdings of Key Management Personnel are listed in the following table:

Balance at  Granted as Performance Net Change Balance  Total Vested Total Total Not  Total Vested
beginning of Compen- Rights Other atend of atend of  Exercisable Exerclsable during year
period sation Exercised pericd period atend of at end of
period period
Directors
Dr Roland Scollay 2007 253,668 418,608 - {25,366) 646,910 35,937 35,937 610,973 35,937
2006 - 253,668 - - 253,668 - - - -
Dr Chris Belyea 2007 115,211 190,104 - (11,520} 293,795 16,324 16,324 217.4N 16,324
2006 - 115,211 - - 115,211 - - - -
Other Key Management
Personnel
Mr Peter Dawson™® 2007 105,991 172,428 {226,741) {51,678} - - - - 226,701
2006 - 105,591 - - 105,991 - - - -
s Belinda Shave 2007 69,124 128,904 (9,793) {6,912) 181,323 - - 181,323 9,793
2006 - 69,124 - - 69,124 - - - -
Dr Caroline Herd 2007 76,037 135,744 (10,774} (7,604) 193,403 - - 193,403 10,774
2006 - 76,037 - - 76,037 - - - -
Total 2007 620,031 1,045,788 {247,308) {103,080) 1,315,431 52,261 52,261 1,263,170 299,569
2006 - 620,031 - - 620,031 - - - -

Note (a). Mr Peter Dawson ceased employment with the company on 1 April 2007




(C) SHAREHOLDINGS OF KEY MANAGEMENT PERSONNEL

Details of the movements in the number of ordinary shares in Metaboiic Pharmaceuticals Limited held during the financial year by each
Director and other Key Management Personnel, including their personally-related entities, are set out below:

Shares held in Metabolic Pharmaceuticals Limited

Balance at beginning Granted as On Exercise of Options Net Change Balance at end of
of period Compensation  or Performance Rights Other period
Directors
Dr Roland Scollay 2007 20,000 - - - 20,000
2006 - - - 20,000 20,000
Dr Chris Betyea 2007 464,077 - - - 464,077
2006 464,077 - - - 464,077
Mr Rob Stewart 2007 - - - - -
2006 - - - - -
Dr Arthur Emmett ®0° 2007 494,192 - - - 494,192
2006 394,192 - - 100,000 494,192
Mr Doa Clarke@ ™ 2007 - - - 64,000 64,000
2006 - - - - -
Or Evert Vos ® 2007 283,077 - - - 283,077
2006 283,077 - - - 283,077
Mr Patrick Sutch 2007 15,000 - - (15,000} -
2006 - - - 15,000 15,000
s Robyn Baker ™ 2007 23,000 - - {23,000) -
2006 - - - 23,000 23,000
Other Key Management
Personnel
Mr Petar Dawson ™ 2007 80,000 - 226,74 (306,741) -
2006 - - - 80,000 80,000
Ms Belinda Shave 2007 145,400 - 9,793 - 155,193
2006 145,400 - - - 145,400
Dr Caroline Herd 2007 100 - 10,774 - 10,874
2006 100 - - - 100
Total 2007 1,524,846 - 247,308 {280,741} 1,491,413
2006 1,286,846 - - 238,000 1,524,846

Notes {a), (b} and (¢): Shares held indirectly at 30 June 2007: {(a) 240,000, {b) 136,500 and {c} 64,000.

Note (i) Mr. Rob $tewart was appointed to the Board on 4 April 2007,

Note (ii): Or Arthur Emmett resigned as a Director on 28th August 2007.

Note (iii}; Mr. Don Clarke was appointed to the Board on 12 April 2007, Mr Clarke held 64,000 shares prior to becoming a director.

Note (iv): Dr. Evert Vos resigned as a Director on 6 July 2007.

Note {v}): Mr Patrick Sutch and Ms Robyn Baker resigned as Directors on 4 April 2007. At the date of resignation Mr. Sutch held
15,000 shares and Ms. Baker held 23,000 shares.

Note {vi): Mr. Peter Dawson ceased employment with the company on 1 April 2007. At that date he held or was entitled to hold

306,741 shares.
(D) LOANS TO KEY MANAGEMENT PERSONNEL
No laans have been made to Directors of Metabolic or to any other Key Management Personnal, including their personally-related entities.
(E) OTHER TRANSACTIONS WITH DIRECTORS

During the year legal fees, including miscellaneous expenses, totalling $115,194 were paid or payable to the legal firm Minter Ellison of which
Mr. Don Clarke, a Director of the Compaay, is a partner, These legal fees were charged at commercial rates.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF METABOLIC PHARMACEUTICALS LIMITED

We have audited the accompanying financial report of Metabolic Pharmaceuticals Limited (the company), which comprises the income statement, balance sheet,
statement of changes in equity, cash flow statement, a summary of significant accounting policies, other explanatory notes and the directors' declaration for the year
ended 30 lune 20067

The company has disclosed information as required by paragraphs Aus 25.4 to Aus 25.7.2 of Accounting Standard 124 Related Party Disclosures ("remuneration
disclosures™), under the heading “Remuneration Report” on pages 26 to 35 of the directors’ report, as permitted by Corporations Regulation 2M.6.04.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL REPORT

The directors of the company are responsible for the preparation and fair presentation of the financial report in accordance with the Australian Accounting Standards
(including the Australian Accounting Interpretations} and the Corporations Act 2001. This respensibility includes establishing and maintaining internal controls

relevant to the preparation and fair presentation of the financial repert that is free from material misstatement, whether due to fraud or error; seleciing and applying
approptiate accounting policies; and making accounting estimates that are reasonabte in the circurmstances. In Note 2, the directors also state that the financial report,
comprising the financial statements and notas, complies with International Financial Reporting Standards. The directors are also responsitye for the remuneration
disclosures contained in the directors’ report.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on the financial repart based on our audit. We conducted our audit in accordance with Australian Auditing Standards.
These Auditing Standards require that we comply with relevant ethical requirements relating 1o audit engagements and plan and perform the audit to obtain
reasonable assurance whether the financial report is free from material misstatement and that the remuneration disclosures comply with Accounting Standard
AASB 124 Related Party Disclosures.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial report. The proceduras selected depend on

our judgment, including the assessment of the risks of material misstatement of the financial report, whether due to fraud or error. In making those risk assessments,
we consider internal cantrols relevant to the entity's preparation and fair presentation of the financial report in order o design audit procedures that are appropriate
in the circurmstances, but not for the purpose of expressing an apinion on the effectivenass of the entity’s internal controls. An audit also includes evaluating the
appropriataness of accounting policies used and the reascnableness of accounting estimates made by the directors, as well as evaluating the overall presentation

of the financial report.

We balieve that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

INDEPENDENCE

I conducting our audit we have met the independence requirements of the Corporations Act 2001, We have given to the direciors of the company a viritten
Auditor’s Independence Declaration, a copy of which is included in the directors’ report. The Auditor's Independance Declaration would have been expressed in

the same terms if it had been given 1o the directors at the date this auditor’s report was signed. In addition to our audit of the financial report and the remuneration
disclosures, we were engaged to undertake the services disclosed in the notes to the financial statements. The provision of these services has not impaired

our independence.

AUDITOR'S OPINION

In our opinion:
1. the financial report of Matabolic Pharmaceuticals Limited is in accordance with:
(ay the Corporations Act 2001, including:

{i)  giving a true and fair view of the financial position of Metabalic Pharmaceuticals Limited at 30 June 2007 and of s performance for the year ended
on that date; and

(I} complying with Australian Accounting Standards (including the Australian Accounting Interpretations), and
(b) other mandatory financial reporting requirements in Austratia.
2. thefinancial report alse complies with International Financial Reporting Standards as disclosed in Note 2.

3. the remuneration disclosures that are contained on pages 26 10 35 of the directors’ report comply with Accounting Standard AASB 124 Related Party Disclosures.

Crnsd ¥ Joun 4 @Z‘WTMN

Ernst & Young Joanne Lonergan Melbourne
Partner 29 August 2007
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DISTRIBUTION AND DETAILS OF SHAREHOLDERS
The number of shareholders, by size of holding, of quoted Fully Paid Ordinary Shares, as at 13 September 2007 is:

Category Fully Paid Ordinary Shares
No. of Holders No. of Shares
1-1,000 865 628,413
1,001 - 5,000 2,421 7,312,545
5,001 - 10,000 1,334 11,060,180
10,001 - 100,000 2,345 75,816,714
100,001 - and over 307 205,878,289
Total 1272 300,696,141
Number of shareholders with less than a marketable parcel of shares 3,964 12,535,472

NAMES OF THE 20 LARGEST SHAREHOLDERS

The names of the 20 largest shareholders of quoted Fully Paid Ordinary Shares and their respective holdings as at 13 September 2007 are:

Name of shareholding

MNo. of shares

% interest

Polychip Pharmaceuticals Pty Ltd 36,012,701 11.98
National Nominees Limited 17,835,504 £.93
ANZ Nominees Limited Cash Income A/C 14,877,928 495
Monash Investment Holdings Pty Ltd 9,607,520 3.20
Oceanfront Properties Pty Ltd 8,010,000 2.56
Peters Investments Pty Ltd 7,400,000 2.46
HSBC Custody Nominees (Australia) Limited - GSI ECSA 5,045,013 1.68
J P Morgan Nominees Australia Limited 4,863,789 1.62
Jalitech Pty Ltd Frank Man-Woon Ng A/C 4,000,000 1.33
Niako Investments Pty Ltd 3,887,237 1.29
Niako Investments Pty Ltd 2,400,594 0.80
Citicorp Nominees Pty Ltd Cwlith Bank OFF Super A/C 2,400,000 0.80
Citicorp Nominees Pty Limited 2,388,264 0.79
Oceanfront Praperties Pty Ltd ISA LEI Super Fund A/C 2,000,000 0.67
Mr Brian Gordeon Alired Matthews 1,733,300 0.58
Schirm Private Equity LP 1,639,344 0.55
NEFCO Nominees Pty Ltd 1,500,000 0.50
Schirm Private Equity LP C/O Caledonian Trust {|OM) Ltd 1,314,197 0.44
Mr Urie Senko 1,211,426 0.40
Tartan Inn Pty Ltd 1,089,992 0.36
Total 129,216,809 4299

METABOLIC ANNUAL REPCRT 2007
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UNQUOTED OPTIONS

Details of the number of unquoted options on issue and number of holders are as follows (not including options or rights that were issued or
acquired under an employee incentive scheme):

ASX Code Exercise price Expiry date No. of options No. of holders
MBPAY $0.90 24 September 2007 1,578,750 2
MBPAU $1.25 1 March 2009 183,333 3

HOLDERS WITH 20 PERCENT OF MORE OF AN UNQUOTED CLASS OF CPTIONS ARE AS FOLLOWS:

MBPAY options No. of options
HSBC Custody Nominees (Ausiralia) Limited 1,184,063
394 687

Woestpac Cusiodian Nominees Limited

MBPAU options No. of options
Emerging Market Equity Research 100,000
50,000

Bruce Coleman

VOTING RIGHTS

Clauses 45 to 54 of the Company’s Constitution stipulate the voting rights of members, In summary but without prejudice to the provisions of
the Constitution, every member present in person or by representative, proxy or attorney shall have one vote on a show of hands and on a poll
have one vote for each share held by the member.

SUBSTANTIAL SHAREHOLDERS

The names of the substantial shareholders of Metabolic and their respective holdings are:

Name of Shareholding No. of shares

Polychip Pharmaceuticals Pty Ltd 36,012,701
Acorn Capital Limited 23,836,926
17,281,781

Niako Investments Pty Ltd

QUOTATION OF THE COMPANY’S SHARES

ASX LIMITED
Metabalic has been granted official guotation for its shares on the ASX Limited (A5X code: MBP).

AMERICAN DEPQSITARY RECEIPTS

Maetabolic has a level 1 American Depasitary Receipts (ADR) programme (OTC code: MBLPY). An ADR is a stock which trades in the US but
represents a specified number of shares in a foreign corporation. ADRs are bought and sold on American stock markets just like regular stocks,
and are issued/sponsored in the US by a bank or brokerage firm. A Level 1 ADR is the most basic type of ADR and can be found on the
over-the-counter market.




CORPORATE DIRECTORY

Company Name

ABN

Directors

Company Secretary

Registered Office

Share Registry

Auditors

Solicitors

Bankers

Stock Exchange Listing(s)

Woebsite

Metabolic Pharmaceuticals Limited ("Metabolic”)

96 083 866 862

Mr Rob Stewart

Dr Roland Scollay  (Chief Executive Officer)

Mr Don Clarke

Ms Belinda Shave

Level 3, 509 5t Kilda Road,
Melbourne, Victoria 3004
T. 461 398605700
F +61 398605777

E:  info@metabolic.com au

Computershare Investor Services Pty Ld
Yarra Falls

452 Johnston Street,

Abhotsford, Victoria 3067

T. +1800 850505

Ernst & Young
8 Exhibition Street,
Melbourne, Victoria 3000

Blake Dawson Waldron
101 Collins Street,
Melbourne, Victaria 3000

Australa and New Zealand Banking Group Limited

Meibourne, Victoria 3000

Metabolic shares are quoted on the ASX Limited {ASX code: MBP).

Metabolic securities are available in the US through a Level 1 American Depositary Receipts
(ADR) programme (Cver-The -Counter code: MBLPY),

www.metabolic.com.au

{Chairman & Non-Executive Director)

{Non-Executive Director)
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Metabolic Pharmaceuticals Limited
ABN 96 083 866 862

Level 3, 509 St Kilda Road,
Melbourne, Victoria 3004, Australia

T: +61 3 9860 5700
F: +61 3 9860 5777
E: info@metabolic.com.au

www.metabolic.com.au
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ASX Limited
Facsimile ABTIALAN SERRITES pRcHANGE ABN 96 008 624 691
20 Bridge Street
To Company Secretary Sydney NSW 2000
Company METABOLIC PHARMACEUTICALS LIMITED
Fax number 0398605777 PO Box H224
Australia Square
From ASX Limited - Company Announcements Office NSW 1215
Date 25-Sep-2007 Telephone 61 2 9227 0334
Time 10:15:43 WWW.asX.com.au
Subject Confirmation Of Receipt And Release Of Announcement
DX 10427 Stock Exchange
Number of pages 1 only Sydney
MESSAGE:
We confirm the receipt and release to the market of an announcement regarding;
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If ASX considers an announcement to be sensitive, trading will be halted for 10 minutes. v

124 .
i your announcemant is classifiad by ASX as senstive, your company's securities will ba placad into "pre-apen” status on ASX's frading system. This means that
trading in your company’s securities is tenporarily stopped, to allow the market time to assess the contents of your announcement. "Pra-open” is approximately

10 minutss for most announcements but can be 50 minutes (approximatoly} for takeover ennouncements.

Once “pre~open” period is complated, full trading of the company’s sacurities reacommences.

PLEASE NOTE:
In accordance with Guidance Note 14 of ASX Listing Rules, it is mandatory to elodgs announcements using ASX Onlina.
Fax is available for emergency purposas and costs A$38.50 (incl. GST). Tha enly fax number to use is 1900 999 279,




Rule 2.7, 3.10.3, 3.10.4, 3.10.5

Appendix 3B

New issue announcement,
application for quotation of additional securities
and agreement

Information or documents not available now must be given to ASX as soon as available. Information and
documents given to ASX become ASX s property and may be made public.

Introduced 1/7/96, Origin: Appendix 5. Amended 1/7/98, 1/9/99, 1/7/2000, 30/9/2001, 11/372002, 1/1/2003, 24/10/2005.

Name of entity

METABOLIC PHARMACEUTICALS LIMITED
ABN 96 083 866 862

We (the entity) give ASX the following information.

Part 1 - All issues

You must complete the relevant sections (attach sheels if there is not enough space).

1 *Class of *securities issued or to be | Not applicable
issued

2 Number of *securities issued or to | Not applicable
be issued (if known) or maximum
number which may be issued

3 Principal terms of the *securities (eg, | Cancellation of 1,578,750 Unquoted Options
if options, exercise price and expiry | (ASX Code: MBPAY) expired unexercised
date; if partly paid *securities, the
amount outstanding and due dates
for payment; if ‘*convertible
securities, the conversion price and
dates for conversion)

4 Do the *securities rank equally in all | Not applicable
respects from the date of aliotment
with an existing *class of quoted
*securities?

If the additional securities do not

rank equally, please state:

o the date from which they do

e the extent to which they
participate for the next dividend,
(in the case of a trust
distribution) or interest payment

e the extent to which they do not
rank equally, other than in
relation to the next dividend,
distribution or interest payment

+ See chapter 19 for defined terms.
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5  Issue price or consideration

6  Purpose of the issue
(If issued as consideration for the
acquisition of assets, clearly identify
those assets)

7 Dates of changes to the share
register

8 Number and *class of all *securities
quoted on ASX (including the
securities in clause 2 if applicable)

9  Number and *class of all *securities
not quoted on ASX (including the
securities in clause 2 if applicable)

10 Dividend policy (in the case of a
trust, distribution policy) on the
increased capital (interests)

[ Not applicable

Not applicable

25 September 2007

Number +Class
300,696,141 | MBP
Number *Class
620,928 | MBPAA
1,222,356 | MBPAB
2,279,900 | MBPAQ
183,333 | MBPAU
Not applicable

Part 2 - Bonus issue or pro rata issue

11 Is security holder approval
required?

12 Is the issue renounceable or non-

renounceable?

13 Ratio in which the *securities will
be offered

14 *Class of *securities to which the
offer relates

15 *Record date to  determine
entitlements

N/A

N/A

N/A

N/A

N/A

+ See chapter 19 for defined terms.

Appendix 3B Page 2

1/1/2003




17

18

19

20

21

22

23

24

25

26

27

28

Will holdings on different registers
(or subregisters) be aggregated for
calculating entitlements?

Policy for deciding entitlements in
relation to fractions

Names of countries in which the
entity has *security holders who
will not be sent new issue
documents

Note: Security holders must be told how their
entitlements are to be dealt with.

Cross reference: rule 7.7.

Closing date for receipt of
acceptances or renunciations

Names of any underwriters

Amount of any underwriting fee or
commission

Names of any brokers to the issue

Fee or commission payable to the
broker to the issue

Amount of any handling fee payable
to brokers who lodge acceptances
or renunciations on behalf of
*security holders

If the issue is contingent on
*+security holders’ approval, the date
of the meeting

Date entitlement and acceptance
form and prospectus or Product
Disclosure Statement will be sent to
persons entitied

If the entity has issued options, and
the terms entitle option holders to
participate on exercise, the date on
which notices will be sent to option
holders

Date rights trading will begin (if
applicable)

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

+ See chapter 19 for defined terms.
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29  Date rights trading will end (if | N/A
applicable)

30 How do *security holders sell their | N/A
entitlements in full through a
broker?

31  How do *security holders sell part | N/A
of their entitiements through a
broker and accept for the balance?

32 How do *security holders dispose of | N/A
their entitlements (except by sale
through a broker)?

33 tDespatch date N/A

Part 3 - Quotation of securities

You need only complete this section if you are applying for quotation of securities

34  Type of securities

(tick one)
(a) The Ordinary Shares described in Part 1
(b) All other securities
Example: restricted securities at the end of the escrowed period, partly paid securities that become fully paid, employee
incentive share securities when restriction ends, securities issued on expiry or conversion of convertible securitics

Entities that have ticked box 34(a)

Additional securities forming a new class of securities
Tick to indicate you are providing the information or

documents

35 If the *securities are *equity securities, the names of the 20 largest holders of the
additional *securities, and the number and percentage of additional *securities held by
those holders

36 If the *securities are *equity securities, a distribution schedule of the additional
+securities setting out the number of holders in the categories
1-1,000
1,001 - 5,000
5,001 - 10,000
10,001 - 100,000
100,001 and over

37 A copy of any trust deed for the additional *securities

+ See chapter 19 for defined terms.
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Entities that have ticked box 34(b)
38 Number of securities for which
*+quotation is sought

39 Class of ‘*securities for which
quotation is sought

40 Do the *securities rank equally in all
respects from the date of allotment
with an existing *class of quoted
*securities?

If the additional securities do not

rank equally, please state: ,

e the date from which they do

e the extent to which they
participate for the next dividend,
{(in the «case of a trust
distribution) or interest payment

e the extent to which they do not
rank equally, other than in
relation to the next dividend,
distribution or interest payment

41 Reason for request for quotation
now:
Example: In the case of restricted securities, end of
resiriction period
(if issued upon conversion of
another security, clearly identify that
other security)

Number +Class

42 Number and *class of all *securities
quoted on ASX (including the
securities in clause 38)

+ See chapter 19 for defined terms,
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Quotation agreement

1 *Quotation of our additional *securities is in ASX’s absolute discretion. ASX may
quote the *securities on any conditions it decides.

-2 We warrant the following to ASX.

The issue of the *securities to be quoted complies with the law and is not
for an illegal purpose.

There is no reason why those *securities should not be granted *quotation,

An offer of the *securities for sale within 12 months after their issue will
not require disclosure under section 707(3) or section 1012C(6) of the
Corporations Act.

Note: An entity may need to obtain appropriate warranties from subscribers for the securities in order to be able to give
this warranty

Section 724 or section 1016E of the Corporations Act does not apply to any
applications received by us in relation to any *securities to be quoted and
that no-one has any right to return any *securities to be quoted under
sections 737, 738 or 1016F of the Corporations Act at the time that we
request that the *securities be quoted.

If we are a trust, we warrant that no person has the right to return the
*securities to be quoted under section 1019B of the Corporations Act at the
time that we request that the *securities be quoted.

3 We will indemnify ASX to the fullest extent permitted by law in respect of any
claim, action or expense arising from or connected with any breach of the

warranties in this agreement.

4 We give ASX the information and documents required by this form. If any
information or document not available now, will give it to ASX before *quotation
of the *securities begins. We acknowledge that ASX is relying on the information
and documents. We warrant that they are (will be) true and complete.

Sign here:

Print name:

Phae

(Company secretary)

Date: 25 September, 2007

BELINDA SHAVE

+ See chapter 19 for defined terms.
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I TIMETY Form 388
Corporations Act 2001

.‘_‘1 295 298-300, 307, 308, 318, 321, 322
Bt A\ Cdpordtions Regulations

Copy of financial statements and reports:.;. ...;i. -

-‘LAg ‘,a!E.FiEu*

If there Is insufficient space in any section of the form, you may photocopy the relevant page(s) and submit as part of this lodgement

1.0.08

Company/scheme details Companylscheme name
[ Metabelic Pharmaceuvhcals Limited ]
AGNARBMARENPINABN
[ A6 083 3b6b 862 ]

Lodgement details Who should ASIC contact If there is a query about this form?

Firm/organisation

[ Metabolic Pharmaceuticals Limited

Contact name/position description

[ Belinda Shove.

ASIC

registered agent number {if applicable)

|

Telep

haone number

| Q8bLo 5700

Postat address

[Level 3, SO9 St Kilda Road

[t

elbourne vic 3OOL!.

1 Reason for lodgement of statement and reports

Tick appropriate box

Dates on which financial year begins
and ends

Date of annual genaral meeting
{if applicable)

ASIC Form 388

v

A public company or a disclosing entity which is not a registered scheme or prescribed interest
undertaking

(A}

D Aregistered scheme (B)
D Amendment of financial statements or directers’ report {company) {C)
D Amendment of financial statements or directors’ report {registered scheme) (D)
D A large proprielary company that is not a disclosing entity {H)
D A small proprietary company that is controlled by a foreign company for all or part of the period and {)]
where the company's profit of loss for the period is not covered by the statements fodged with ASIC by a
registered foreign company, company, registered scheme, or disclosing entity
D A small proprietary company that is requested by ASIC to prepare and lodge statements and reports )]
D A prescribed interest underteking that is a disclosing entity (K)
Financial year begins Financiat year ends
oJft), @E@l o 2][ol[dl[6l[ol[T]
DDIMM] L oM M ¥ Y
] D [M M] Y]
Page 1013

1 July 2007
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A What is the consolidated revenue of the large proprietary company and the entitiss that it controls?

B Whatis the value of the consolidated gross assets of the large proprietary company and the entities that it controls?

L I

C How many employees are employed by the large proprietary company and the entities that it controls?

D How many members does the large proprietary company have?

—

3 Auditor’s report

Were the financial statements audited?

_‘gYes

No
[E If no, is there a class order exemption current for audit refief?

L—_IYes
D No

~If yes, does the auditor's report {308) for the financial year contain a statement of:
Reasons for the auditor not being satisfied as to the matters referred to in 53077

D Yes
Q’No

Details of the deficiency, faflure or shortooming concerning any matter referred fo in s3077

I:l Yes
gNo

4 Details of current auditor

Registered schemes must advise ASIC

of the appaintment of an auditor on a

Form 5137 Appointment of scheme auditor
within 14 days of the appointment of the
auditor.

ASIC Form 3838

Auditor registration number {for individual auditor or authorised audit compary)

Family name Given name

| |

ar
Company name

ACNJABN

or
Firm name (if applicable)

rErnai‘ + Young
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{
Sirest number and Street name

[ B3 Exhibiten Sheet

Suburb/City StatefTerritory
 Melbourne | Lvwe
Postcode Country {if not Australia

| 2000 ] l

Date of appointment

[Z[4l,[o][e] 0] [2]

L oMM Y

5 Statements and reports to be attached to this form

Financial statements for the year {as per $295(2) and accounting standards)
income statement for the year
Balance sheet as af the end of the year
Statement of cash flows for the year
Stafernent of changes in equity or statement of recognised income and expense for the year
If required by accounfing standards - the consolidated income stafement, balance sheel, stafement of cash
flows and statement of changes in equity/statement of recognised income and expense

Notes to financial statements (as per s235(3))
Disclosures required by the regulations
Notes required by the accounting standards
Any other information necessary fo give & frue and fair view (see §297}
The directors' declaration about the statements and notes (as per 5295(4))
The directors’ report for the year, including the auditor's independence declaration (as per s298 to $300A)

Auditor's report required under 308 and s314

Concise report (if any} (s314)

Signature

See Guide for details of signatory.

| certify that the aftached documents marked { & ) are a lrue copy of the annual raparts required under s319.

Name

[ Belinda Shave
Signature _, 2 ./

e

Capacity

D Pirector
Company secretary

Date signed

elegielcyi=]al

o 0™ M [

Lodgement

ASIC Form 388

Send completed and signed forms to: -For help or more information

Australian Securities and Investments Commission, Telephone 03 5177 3968

PQ Box 4000, Gippsland Mail Centre VIC 3841, Email info.encuiries@asic.qov
Web WWW.asic qov.
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The Board of Directors of Metabolic Pharmaceuticals timited
{"Metabolic”) resolved to submit the following report together
with the Annual Financial Report in respect of the financial year
ended 30 June, 2007.

BOARD OF DIRECTORS

The names and details of Directors and the Company Secretary during
the year and until the date of this report are contained in this section.
Directors were in office for the entire period unless otherwise stated.

MR ROB STEWART (APPOINTED IN APRIL 2007)

Non-executive Chairman, LLB {Hons), B.Com, MBA (Harvard)
Mr Rob Stewart is a company director and management consultant,
Mr Stewart gained his Bachelor of Law degree (with Honours) and
Commerce degree from the University of Melbourne in 1971 and
1972 respectively, and obtained an MBA from Harvard University
in 1976, He is currently President of the Board of the Baker Heart
Research Institute, Chairman of Melbourne IT Limited, Chairman
of C E Bartlett Pty Ltd and a non-executive Director of Mitchel!
Communication Group Limited {formerly ernitch Limited) and QSR
Internaticnat Pty Ltd. He has prior experience in the hiotechnology
sector having been Chairman of Meditech Research Limited from
2005 to 2006, when it was taken over by Alchemia Limited.,

Amongst other previous Board roles, he was also a non-executive
Director of Memtec Ltd, a high technology filtration company, from
1988 until 1997. Memtec Ltd listed on the NASDAQ and then the
New York Stack Exchange prior to being taken over by a US company
in 1997. Mr Stewart was National Managing Partner of Minter Ellison,

one of Australia’s leading law firms, for 11 years, retiring in June 1999,

He also spent five years with Pacific Dunlop from 1976 t0 1981 ina
variety of general management positions within the Footwear Group.

Mr Rob Stewart

Mr Stewart brings to the Board a wealth of experience as a Director
and Chairman of various publicly listed companies and extensive broad
ranging commercial expertise,

Other listed directorships held during 1 July 2004

and 30 June 2007

Melbourne IT Limited (eight years); Meditech Research Limited {during
2005-2006); Mitchell Communication Group Limited (seven years);
Forest Enterprises Australia Ltd {during 2000-2004}); Uecomm Ltd
{during 2000-2004).

DR ROLAND SCOLLAY

Chief Executive Officer, BS¢, PhD, FAICD

Dr Roland Scollay was appointed Chief Executive Officer on

1 February 2005, having been a non-executive Director of the

Company since November 2002. Dr Scollay gained his PhD in
immunology in 1972 at the John Curtin School of Medical Research

in Canberra, He then spent 24 years as a research scientist, including

13 years at the prestigious Waiter and Efiza Hall Institute and eight years
at institutions in the US and Europe, publishing more than 150 papers
and articles. In the mid-nineties, he moved to the US and warked in two
biotechnology companies (SyStemix and Genetic Therapy Inc) as Vice
President of Research and in Novartis, a global pharmaceutical company,
as a member of their global Research Management Board.

In 2000 Dr Scollay took a position as Chief Scientific Officer and
subsequently President and Chief Executive Officer at Genteric,

a 5an Francisco based, venture capital funded, start-up company.
He then returned to Australia in 2002 to take a position at
Monash University as Director of Commiercialisation within the
Faculty of Medicine, Nursing & Health Sciences.

Dr Roland Scollay
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Dr Scollay brings to the Board a strong scientific background and a
keen understanding of the commercial drug development process,
induding insight into the workings of large pharmaceutical companies.
He also has extensive experience and training in the management

and governance of smatl companies, and in business and finance.

Dr Scollay is a Graduate and Fellow of the Austrafian Institute of
Company Directors,

Other listed directorships held during 1 July 2004

and 30 June 2007

Nil.

DR CHRIS BELYEA

Chief Scientific Officer and Executive Director, BSc{Hons),

PhD, FIPAA

Dr Chis Belyea has been in the role of Chief Scientific Officer since
February 2005, He received his PhD in physics from the University
of Melbourne and from 1991 was a Patent Attorney with Griffith
Hack. In 1996 Dr Belyea joined Circadian Technologies Limited as
Licensing and Projects Manager and in 1998 he became the founding
CEO and Managing Director of Metabolic and occupied dual rofes
with Metabolic and Circadian until devoting his activities full-time to
Metabolic in 2001. He was also the founding Managing Director

of Antisense Therapeutics Limited in 2000, which listed on the

ASX Limited in 2001.

Dr Belyea brings to the Board the corporate memory of Metabolic,
strong scientific and patent skills, and extensive experience in

the creative management and growth of public biotechnology
companies. His responsibilities inglude overseeing programmes to
increase the scientific understanding of the Company’s projects as
well as identifying and selecting new research and development
opportunities to expand the Company’s pipeline.

Dr Chris Belyea

Other listed directorships heid during 1 July 2004
and 30 June 2007

Antisense Therapeutics Limited {(seven years).

MR DCON CLARKE {APPOINTED IN APRIL 2007)
Non-executive Director, LLB {Hons)

Mr Don Clarke has been a partner with the law firm Minter Ellison
since 1988, after having joined the firm in 1980. Mr Clarke gained
his Bachelor of Law degree (with Honours) from the University of
Mefbourne in 1976. His principal areas of practice include capital
raisings, corporate restructures, business acquisitions and funding

for business expansions and new ventures. In 2005, Mr Clarke was
appointed a non-executive Director of Circadian Technologies Limited
and is currently the Chairman of their Remuneration Committee.

Mr Clarke brings to the Board extensive industry experience and
legal expertise.

Other listed directorships held during 1 July 2004

and 30 June 2007

Circadian Technologies Limited {two years).

DR ARTHUR EMMETT (RESIGNED IN AUGUST 2007)
Non-executive Director, MB BS

Dr Arthur Emmett has an extensive medical background, as well

as substantial experience in drug development, the managemant

of global pharmaceutical companies and as a non-executive Director
of biotechnology companies. Dr Emmett served as non-executive
Chairman of Metabolic from 1 November 1998 to 4 April 2007

and continued serving on the Board as a non-executive Director
untit 28 August 2007, Dr Emmett was also a Director of Proteome
Systems Limited during 2005 to 2007.

Mr Don Clarke
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! DR EVERT VOS (RESIGNED IN JULY 2007)

. Non-executive Director, BSc{Hons), BMedSc, PhD, MD

‘ Dr Evert Vos has an extensive background in the pharmaceutical
industry, including experience in clinical development, and as a

! professor and research physician. Dr Vios served as a non-executive

l Director of Metabolic from 1 November 1998 to 6 July 2007,

|

MR PATRICK SUTCH {RESIGNED IN APRIL 2007)

Non-executive Director

M Patrick Sutch has extensive international banking experience
including previous management roles within Hong Kong and Shanghai
Banking Corporation (now HSBC) and NASDAQ International Limited.
Mr Sutch served as a non-executive Director of Metabolic from

7 May 2004 to 4 April 2007.

MS ROBYN BAKER (RESIGNED IN APRIL 2007)

Non-executive Director, LLB {Hons), BA, GCertMgt, GDipAppFin
Ms Robyn Baker is a Partner in the Corporate Practice Group of the
Melboumne office of Clayton Utz and has experience in life sciences
and commercial law. Ms Baker served as a non-executive Director of
Metabalic from 31 October 2005 to 4 April 2007,

MS BELINDA SHAVE

|

| Company Secretary / Financial Controller

| Ms Belinda Shave worked for several years as a legal executive

' before entering the pharmaceutical research and development field,
where, over the past 19 years, she has gained considerable experience

' in the areas of financial management and compliance matters.

| Ms Shave was initially employed by Circadian Technalogies Limited, a
substantial shareholder of Metabolic. in 1998, she joined Metabolic
as Financial Controller and in September 2003, was appainted
Company Secretary. Ms Shave is an affiliate member of Chartered
Secretaries Australia.

EXECUTIVE MANAGEMENT

The profile of each Executive and their respective key responsibility
areas:

DR ROLAND SCOLLAY

Chief Executive Officer, BSc, PhD, FAICD N
Refer to the Board of Directors section in this Directors’ Report.

DR CHRIS BELYEA

Chief Scientific Officer and Executive Director BSc(Hons}, ‘
PhD, FIPAA R
Refer to the Board of Directors section in this Directors’ Report.

MS BELINDA SHAVE

Company Secretary / Financial Controfler
Refer to the Board of Directors section in this Directors’ Repaort.

DR CAROLINE HERD

Vice President - Clinical & Regulatory Affairs, BS¢, PhD

Br Caroline Herd returned to Australia in November 2001, after
working in the UK for 12 years, to join Metabolic as Associate
Director - Drug Development in November 2001 and subsequently
as Vice President - Clinical & Regulatory Affairs. Dr Herd received -
her PhD in pharmacology from the University of Adelaide in 1930, o
Her doctoral studies incfuded both dinical and preclinical research o
conducted at the Royat Adelaide Hospital and at Sandoz AG, Basel,
respectively. Her post-doctoral studies were conducted in the
Department of Pharmacology. Kings College London, in the areas of
thrombaosis and respiratory disease. During this time she was involved ot
in collaborations with numerous research institutions, including the LT
Pasteur Institute, Paris and the University of Perugia, Italy. '

Ms Belinda Shave
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In 1998 Dr Herd joined AstraZeneca (formerly Astra Pharmaceuticals)
in Loughbarough, UK, where she was involved in the clinical
development of new drugs. Dr Herd is experienced in a range of
therapeutic areas gained both within academia and industry, She

is the author of over 25 papers, hook chapters and review articles,

Dr Herd is responsible for the management of Metabolic’s clinical
programmes.

MR PETER DAWSOCN (UNTIL APRIL 2007)

Chief Financial Officer, B.Bus, FCA

Mr Peter Dawson has an extensive Australian and international
commercial finance background. Mr Dawson was employed as
Chief Financial Officer from 1 September 2005 to 1 April 2007.

PRINCIPAL ACTIVITIES

Metabolic's focus is to take drug candidates through research, formal
preclinical and clinical development. The Company is developing a
platform for the oral delivery of existing injectable peptide drugs.
This platform has the potential to generate multiple internal projects
as well as a variety of licensing opportunities. In addition, the
Company has a number of other research projects, details of which
are set out later in this Report.

EMPLOYEES & OPERATING MODEL

Metabolic currently employs a small number of corporate and
laboratory staff. The Company’s cperating model is to make optimal
use of outsourcing to expert contractors and consultants, to gain
access to the best possible expertise in each facet of the Company’s
development operations. Metabolic’s contracting and consultancy
network is warldwide, but concentrated mostly in Australia,

North America and Europe. External contracts cover all aspects of
the drug development process including toxicology, manufacturing,
formulation, clinical trials and regulatory affairs.

The Metabolic Board oversees the strategic direction of the
Company and has the benefit of high level drug development and
commercial expertise.

LABORATORY

In tandem with outsourced activities, Metabolic's internal laboratory
supports key aspects of preclinical and clinical development,

The Company employs highly skilled scientists in the laboratory,
which is a leased facility at the Baker Heart Research Institute in
Melbourne, just a few hundred metres from the corporate offices.

The activities of the laboratory support the development of the
Company's projects by enhancing the scientific understanding of
the compounds in development, for example, in mechanism of
action studies and in development of analytical methods. The
laboratory houses the state of the art equipment required to
undertake research programmes encompassing protein chemistry,
analytical chemistry and cell biclogy. This has enabled Metabolic
to conduct research in areas such as the mechanism of action of
its lead drugs as well as research support for ongoing clinical trials,
including stability bioassays and capsule/tablet release testing.
This group has recently been significantly reduced in size following
the discontinuance of the neuropathic pain project and will be
refocussed to meet the current needs of the Company. Metabolic’s
scientists have been trained to comply with industry standards in
relevant aspects of occupational health and safety and radiation
safety. Metabolic’s laboratory is a certified Physical Containment
Level 2 (PC2) facility.




REVIEW OF OPERATIONS

OBESITY PROJECT DISCONTINUED

Results from the Phase 2B OPTIONS Study did not support
the commercial viability of AQD9604 as a treatment, for
obesity

On 21 February 2007, Metabolic announced that the Phase 2B trial
results for its drug, AQD9604, did not support the commerciat
viability of the drug as a treatment for obesity. As a result this
programme has been discontinued.

Metabolic has compiled a list of answers to the most frequently asked
questions (FAQs) regarding the trial results, These FAQs are available

from Metabolic's website www.metabolic.com.au in the Qur Business

section under Historical Information.

Results of the Phase 2B OPTIONS Study

Weight loss across the OPTIONS Study population was less than
expected and did not reach statistical significance. After allowing for
the effects of the diet and exercise programme, weight loss was less
than 1 kg in all dose groups, at both the 12 and 24 week time points.

T [
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The Phase 2B OPTIONS Study included a diet and exerdse
programme. For an obesity drug to be marketed to the broadest .
target population the Food & Drug Administration (FDA) guidelines- &
require obesity trials to include “life style change* which is generally
taken to mean a diet and exercise programme. In the OPTIONS Study,
there were high levels of weight loss seen in the placebo group (diet . '
and exercise but no drug) as well as in the AOD9604 treated groups. ’

Safety and tolerability of AOD9604 was excellent in this dinical Lo
trial, as observed in previous studies. The safety data are particularly har
valuable as Metabolic is currently investigating AQD3604 for its
potential use in osteoporosis (further information is incfuded in this
Review of Operations).
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REVIEW OF OPERATIONS conTINUED...

NEUROPATHIC PAIN PROJECT DISCONTINUED

The development of ACV1 has been discontinued based
on new data

A key element in the dlinical development and commercialisation

of a drug with a novel mode of action is to understand how the
drug works in the body, and in particular, which biochemical

target the drug acts upon. In November 2006, a group of leading
academic researchers, working independently in the US, identified
the particular molecule in rodents that ACV1 potently blocks, the
a%a10 nicotinic acetylcholine receptor {nAChR). This independent
research was published in the Proceedings of the National Academy
of Sciences of the US, Vincler et al, (2006) PNAS 103:17880-17884.
Metabolic used this important information to commission further

in vitro studies by the same US researchers to investigate the activity
of ACVT on the human a9x10 nAChR. The Company undertook
these studies with the objective of gaining accurate information
about dose selection for use in future clinical trials.

On 14 August 2007, Metabolic announced the results of in vitro
studies on the ability of ACV? to block the human aSa10 nACHR, the
probable target of ACVT. While there is often similar activity of drug
candidates across human and rodent receptors, the resuits indicated
that ACV1 is dramatically less able to block the human a9«10 nAChR
than it is to block the equivalent rodent receptors. The lower ability
of ACV1 to block the human a9ul10 nAChR means that much larger
doses of ACV7 than the dose used in previous clinical trials would be
necessary to see effects in humans. Doses at the required level are

unlikely to be feasible as the drug would be impractical to administer
and the cost of goods would be too high. As a result, the Company
determined that the ACVT dlinical programme was no longer tenable
and the-project was discontinued.

This outcome is disappointing in light of the excellent progress
made during the year, including commencement of the Phase 2A
programme and successful completion of the first of two trials

in neuropathic pain patients. In November 20086, the Company
conducted an additional Phase 1 safety study to test higher doses of
ACV? in healthy males, with no safety or tolerability issues reported.

Another milestone, achieved by Metabolic scientists, was the creation
of an oral variant of ACVT which, in rodent studies, displayed
apparent oral availability in excess of 30 percent, a clinically and
commercially significant level.

Phase 2A trial in patients with sciatic neuropathic

pain completed

tn September 2006, Metabolic commenced its Phase 2A programme,
involving two clinical trials. The results of the first trial exploring the
effects of ACV? in patients with sciatic neuropathic pain indicated the
drug had an acceptable safety and tolerability profile, but no evidence
of efficacy was seen, compared to placebo. For the reasons stated
above, this programme has been discontinued.




METABOLIC'S ORAL PEPTIDE DELIVERY PLATFORM

Metabolic's lead project is the development of a platform that may be used to create new versions of infectable peptide drugs so that they are

effective when swallowed.

Platform broﬁle

*  QOral Peptide Delivery Platform is based on an understanding of the structure of Metabolic’s drug,

AQODY604, which is inherently orally available

*  Proof-of-concept established in rodent studies

*  Broader applicability under investigation by Metabolic in angoing animal studies

*  Approximately 600-700 peptide drugs in development or on the market globally, with the
majority of these peptides only effective if injected

*  Global market for protein and peptide drugs was around US$57 billion in 2005

*  Potential to generate multiple internal projects as well as a variety of licensing opportunities

Progress during 2006-07

+  Established proof-of-concept in rodent studies, with pain drug
{ACVT) with apparent oral availability in excess of 30 percent,
a clinically and commercially significant level

*  Oral versions of other peptide drugs created, including insulin,
and tested in rodents with encouraging results

The majority of peptide drugs are not effective
when swallowed

Mast peptide drugs must be injected as they do not effectively
survive gastric or intestinal digestion when swallowed and/or are
poorly absorbed. Peptides are a class of drugs which when swallowed
are usually broken apart by digestive enzymes or acid in the stomach
and intestines before they have a chance to be absorbed. Metabolic
has developed a platform which has the potential to create new,

oral versions of injectable peptide drugs with enhanced absorption.

There are approximately 600-700 peptide drugs on the market or
in development and the estimated global sales value of protein and
peptide drugs was around US$57 billion in 2005. A technology to
create oral versions of any of these peptides would be of significant
commercial value, particularly as some of these drugs are limited
economically while they have to be injected.

Proof-of-concept established in Metabolic’s

pain drug

Metabolic used the Oral Peptide Delivery Platform to develop an

oral variant of its now discontinued neuropathic pain drug, ACV1.

In rodent studies, where the drug is quite effective, this oral variant
demonstrated analgesic effects equal to those seen with the injected
drug, with apparent oral availability in excess of 30 percent, a clinically
and commerdially significant level. Whilst the development for ACVY
has since been discontinued, the creation of a functional oral variant
of ACV? and results from subsequent rodent studies provided
important proof-of-concept for the Oral Peptide Delfivery Platform.

The next milestone is to explore oral availability of other
modified peptide drugs in animals

Metabolic has used its Qral Peptide Delivery Platform to develop oral
versions of other peptide drugs which are already an the market,
including insulin. These new oral versions of existing peptides are
being tested in separate rodent studies to explore the effectiveness
of the platform and its applicability to other peptides. In addition,
the Company will undertake research to better understand the
processes underlying the transport of these modified peptides from
the gastrointestinal tract to the target organs. Progress with the
platform will be reported as further milestones are achieved.

ot
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REVIEW OF OPERATIONS CONTINUED...

The Oral Peptide Delivery Platform is a research project at the
preclinical stage and no drug candidates are expected to be ready for
clinical trials for at least two years. However, cfear proof-of-concept
with some of these drugs could lead to licensing or partnering
opportunities much sooner. This project is the key priority for
Metabolic and accordingly the majority of Metabolic's research
activities will be dedicated to developing this platform in the
medium-term.

This platform is based on the structure of an inherently
crally availahie peptide drug

The Qral Peptide Delivery Platform is based on an understanding

of the structure of Metabolic's osteoporosis drug, AODIB04,

a peptide drug which was found by Metabolic to be inherently orally
available (could be swallowed). This understanding led to the design
modification of other peptide drugs, including ACVT and insulin,
with promising levels of oral availabitity achieved in rodent studies.

This platform has potential to generate multiple internal
projects as well as a variety of licensing opportunities

if even a small proportion of peptide drugs could be redesigned to
be orally available this could provide a significant number of business
opportunities for Metabolic. This could also become an important
source of new drugs for in-house development by the Company.
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Metabolic will consider different business models to maximise the
potential of this technology. The Company will assess the benefits of
creating its own proprietary oral versions of drugs that are currently
on the market; licensing the technology to other companies with-
patented drugs; or working collaboratively with other companies
who own injectable peptide drugs.

Patents, publications and presentations
*  For a comprehensive list of all patents visit

www . metahglic.com.au and click on the Our Business section.

*  Metabolic presented research on its Oral Peptide Defivery
Platform at the 43" Annual Meeting of the Drug Information
Association in the US in June 2007.

* A more detailed description of the Oral Peptide Delivery
Platform, including examples of the rodent data, is available at
W.IT) lic.
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AQOD9604 COULD PLAY AN IMPORTANT ROLE IN PREVENTING AND POSSIBLY TREATING OSTEQPOROSIS
Laboratory and rodent studies suggest that AOD9604 improves bone strength and quality

Drug profile

* 16 amino-acid, orally active peptide modelied on a fragment of the human Growth Hormone molecule

*  The known biofogy of human Growth Hormone indicates direct effects on bone quality

*  Excellent safety and tolerability profile seen in human clinical trials

*  Laboratory studies show direct stimulatory effects of AGD9604 on bone strength and quality

*  Two rodent studies indicate AQD9604 has effects in the prevention of osteoporosis

*  Currently awaiting results of further rodent studies to enable a development plan

*  Metabolic will not be funding further development and a partner will be sought to progress

the project

*  Global market for ostecporosis drugs is around US$7 billion a year

*  Strong industry demand for a bone ‘anabolic’ {(growth stimulator)

Progress during 2006-07

*  Commenced two rodent studies 1o determine the optimum
dose for bone effects, and whether AOD9664 is effective in the
treatment of osteoporosis, as well as prevention, with results
expected in late 2007

AO0D9604 has shown beneficial effects on osteoporosis in
rodent studies

In 2006, rodent studies demonstrated beneficial effects of AOD9604
in the prevention of osteoporosis. These results are consistent with the
known biology of human Growth Horrmone. A0DS604 is a 16-amino
acid, orally active peptide modelled on one fragment of the human
Growth Hormone molecule. Studies suggest that AQOD9604 retains
the bone stimulating properties of human Growth Hormone, based
on the tissue cell culture and rodent testing previously conducted.
Several substantial rodent studies with AODS604 indicate that this
drug may have a role in the prevention and possible treatment of
osteoporosis, through direct action on osteoblasts, the cells which
build new bone. Further rodent studies are currently in progress

to assess the potential role of AOD9604 in the treatment of
osteoporosis, with results expected in late 2007,

Up until February 2007, ACD9604 was being developed for the
treatment of obaesity in addition to osteoporosis. The development of
A0D9604 for obesity was discontinued due to the primary endpoint
not being met in a Phase 2B trial {further information is featured

in the Obesity section of this Review of Operations). The results of
the obesity trial have no technical bearing on the development of
AOD9604 for osteoporosis. Metabolic benefits from the knowledge
gained in previous obesity trials, particularly as the drug has been
tested in almost 1,000 subjects with no safety or tolerability issues
reperted. Should the drug progress to human ostegporosis trials,
Phase 1 safety studies may not be required.

METABOLIC ANNUAL REPORT 2007 . ~

T
- e




REVIEW OF OPERATICNS conTINUED...

The next milestone is to evaluate a clinical development
plan conditional upon two pending rodent studies

Two rodent studies were commenced in 2006 and 2007 to determine
the optimum dose of AOD9604 for bone effects, and whether

the drug is effective in the treatment of osteoporosis as well as
prevention. Metabolic is awaiting the results of these studies,
which are expected in late 2007. These results, together with
previous animal data, and safety data from obesity trials, will be
used to prepare a development plan for AOD9604 for osteoporosis,
Metabolic will seek to out-license further development of the drug
and does not intend to continue developmeni itself.

Patents applications for AOD9604 for osteoporosis are

pending

s Patent applications for ACD9604 for the prevention and
treatment of osteoporosis have been filed.

*  For a comprehensive list of all patents visit

www.metabolic.com.ay and click on the

Our Business section.
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An ageing population will continue to increase the market
for osteoporosis drugs

Osteoporosis is characterised by a reduction in the quantity and
quality of bone by the loss of both bone mineral and protein-content,
leading to fractures after minimal trauma. As humans age, the levels
of several hormanes including estrogen, testosterone and growth
hormaone gradually decline, creating imbalances in a variety of
metabolic functions. This decline in hormone levels contributes to
weight gain and loss of bone guality observed in old age.

while osteopaorosis is predominantly an older person’s disease, it can
occur at any age. According to Osteoporosis Australia, one in two
waomen and one in three men over the age of 60 years will have a
fracture due to osteoporosis. More than 30 million people over the
age of 50 years have osteoporosis and the number {s increasing as
the population ages. The sales of osteoporesis drugs are currently
valued at approximately US$7 billion a year.
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STRATEGIC OVERVIEW

Metabolic's core goals continue to be:

«  Carry out efficient research and development
»  Achieve optimal growth

*  Provide adequate resources

Carry out efficient research and development

Metabolic intends to move forward the projects in its pipeline as
quickly and cost effectively as possibie. In the interests of efficiency,
Metabolic outsources most of its research and development activities
to gain access to the best possible expertise in these areas, and the
Company intends 1o continue using this operating model.

Achieve optimal gfow-th
The Company's growth strategy is:

*  To build the pipeline by acquiring preclinical and / or dinical
stage projects;

e To focus research activities on the Oral Peptide Delivery Platform
and assess its potential as an internal source of new projects
and/or a source of licensing opportunities;

+  To de-risk the pipeline by out-licensing projects, for example, the
osteoporosis programme,; and

* To consider joint ventures, collaborations and M&A activity as a
means of corporate growth and pipeline expansion.

The Company’s current growth strategy is focussed on developing its
Oral Peptide Delivery Platform as efficiently as possible, and acquiring
new projects through in-licensing arrangements, collaboration or
ME&A activities.

The Oral Peptide Delivery FPlatform, though in early development,
could be an important value driver for the Company if it continues
to deliver on its milestones, Proof-of-cancept was achieved in rodent
studies with peptide drugs, including ACY7T and insulin. The key next
steps include:

*  Confirming results in higher species of animals;
» Learning how broadly it applies to other peptide drugs; and

+  Gaining further undersianding of how these modified peptides
are transported in the body.

If successful, this platform could be used by other companies
developing peptide drugs through licensing arrangements with
Metabolic, As part of the Company's growth strategy, Metabolic may
seek to license some of its modified peptides at an early development
stage, to fund development of other Company projects.

nietabolic does not intend to develop the osteoporosis programme
independently and will seek a partner to develop this project.

Provide adequate resources

With A$18 million in cash reserves as at 29 August 2007, Metabolic
has sufficient funds to progress the Oral Peptide Delivery Platform
through to the next stage of development, and also to fund activities
assoclated with acquiring new projects. in the long-term the Company
will require additional funding to'continue progressing existing
programmes and acquire new ones. Funding for biotechnology
companies is usually achieved through a combination of license
income and new equity. Metabolic's strategies also extend to ensuring
the correct mix of human rescurces by finding the right balance

of high quality staff and using optimal outsourcing. If Metabolic's
growth strategies succeed and the Company's predinical and clinical
pipelines expand, it is likely that the Company will need to grow
accordingly, including its staff component.

LIKELY DEVELOPMENTS

During the 2007-08 year, Metabolic expacts to engage in the
following activities:

¢ Continue research activities for the Oraf Peptide Delivery
FPlatform including studies with newly created oral versions of
peptide drugs in a variety of animal models;

¢ Evaluate preclinical and clinical stage compounds that may be
acquired through in-licensing arrangements, collaboration or
M&A activity, and

¢ Report results from rodent studies investigating A0D9604 for
osteoporosis, prepare a clinical davelopment plan and seek
out-licensing opportunities.

In the opinion of the Directors it would prejudice the interests of the
Company to provide additional information, except as contained in
this report, relating to likely developments in the operations of the
Company.

SIGNIFICANT CHANGES IN THE STATE
OF AFFAIRS

Except as otherwise set out in this report, the Directors are unaware
of any significant changes in the state of affairs or principal activities
of the Company that occurred during the period under review.



FINANCIAL RESULTS & POSITION

The loss by the Company for the year ended 30 June 2007

after the provision for income tax of nit was A$13,406,939

{2006: A$11,293,869). This result has been achieved after fully
expensing all research and development costs. Income for the period
totalled A$1,432,098 (2006: A$1,289,719), including interest income
of A$1,373,946 (2006; A$1,080,916), grant income of A$53,786
{2006; A$208,625) and sundry income of A$4,366 (2006: A$178).

Metabolic has no borrowings and has cash reserves as at

29 August 2007 amounting to A$18 million. These funds are
sufficient to fund Metahaolic's Oral Peptide Delivery Platform
through the next stage of development and activities associated
with acquiring new projects.

FUNDING ARRANGEMENTS

Capital Raisings
During the period under review capital raised included:

+  A$10.5 million from the issue of 14.6 million ordinary fully
paid shares at A30.72 per share, through a Private Placerment
to domestic and offshore institutional, professional and
sophisticated investors in Decermber 2006; and

«  A$704,870 from the exercise of 1,281,581 unquoted options
with an exercise price of A$0.55 per share {note: these unquoted
options were issued to participants in a Private Placement in
March 2006).

For further details of these options refer to Note 15 of the Annua!
Financial Report.

Ausindustry Grant

During the period under review Metabolic received grant income
amounting to A3$53,786.

DIVIDENDS

No amounts have been recommended by the Directors that should be
paid by way of dividend by the Company during the current financial
year. No cash dividends have been paid or declared by the Company
since the beginning of the financial year.

EARNINGS PER SHARE

Cents
Basic loss per share (4.57)
Diluted loss per share {4.57)

As the Company made a loss for the year ended 30 June 2007,
potential ordinary shares, being options or performance rights to
acquire ordinary shares, are considered non-dilutive and therefare
not included in the diluted earnings per share calculation.

A




BOARD MONITORING

The Board monitars the Company’s overall performance, from its implementation of the mission statement and strategic plan through to the
performance of the Company against operating plans and financial budgets. For further details regarding the Board and Committees refer to
the Corporate Governance Statement in this Directors’ Report.

Board and Committee Meetings
The number of meetings of the Board of Directors, Board Committees and Director attendance at those meetings during the year under

review was:

Full Board Audit Committee Remuneration Committee Finance Committee
Meetings Meetings Meetings Meetings Meetings Meetings Meetings Meetings
Directors attended eligible to attended eligible to attended eligible to attended eligible to
attend attend attend attend
Total number of
meetings held n 4 > 2
Mr Rob Stewart! 3 3 1 t - - 1 1
Dr Roland Scollay 11 n - - 5 5 2 2
Dr Chris Belyea " 1" - - - - - -
br Arthur Emmett? N n 4 4 5 5 2 2
Mr Don Clarke' 2 2 - - 2 2 1
Dr Evert Vos? 11 " 3 3 - - - -
Mr Patrick Sutch* 9 3 3 3 3 - -
Ms Robyn Baker* g 9 3 3 . - 1 1

At the Board meeting held on 20 February 2007, the non-executive Directors met separately during part of that meeting.
Notes: ! = Appointed in April 2007, ? = Resigned in August 2007, * = Resigned in July 2007 * = Resigned in April 2007

DIRECTORS SHAREHOLDINGS AND DECLARED INTERESTS

The Directors and Senior Managers of Metabolic collectively hold 714,144 shares in the Company, representing 0.2 percent of 1otal issued
capital. In addition, the Directors and Senior Managers collectively own 3,085,431 options and performance rights, which if exercised currently
represent a further 1.0 percent of issued capital. The exercise of each option or perfermance right entitles the holder to one ordinary share

in Metabolic.

As at the date of this report the interests of the Directars in the Company’s shares are:

Directors Shares held directly Shares held indirectly Options held Performance Rights held
Mr Rob Stewart - - - -

Dr Roland Scollay 20,000 - 1,500,000 646,910

Dr Chris Belyea 224,077 240,000 - 293,795

Mr Don Clarke - 64,000 - -

Senior Managers

Ms Belinda Shave 155,193 - 120,000 181,323

Dr Caroline Herd 10,874 - 150,000 193,403

Total 410,144 304,000 1,770,000 1,315,431

Note: Dr Arthur Emmett retired as a Director of the Company on 28 August 2007, At that date Dr Emmett held 357,692 shares directly and 136,500 shares indirectly.

As at 30 June 2007 and as at the date of this report, no Director has an interest in any contract or proposed contract with Metabolic other
than as disclosed in the Company’s 2007 Annual Report.

Further details on the equity interests of Directors can be found in the Remuneration Report in this Directors’ Report and Note 22

of the Annual Financial Report.




INDEMNIFICATION AND INSURANCE OF
DIRECTORS AND OFFICERS

During the period under review, the Company indemnified its
Direclors, Company Secretary and Executive Officers in respect of

any acts or omissions giving rise to a liability to another person (other
than the Company or a related party) unless the liability arose out

of conduct involving a lack of good faith. In addition, the Company
indemnified the Directors and Company Secretary against any liability
incurred by them in their capacity as Directors or Company Secretary
in successfully defending civil or criminal proceedings in relation to the
Company, No monetary restrictian was placed on this indemnity.

The Company has insured its Directors, Company Secretary and
Executive Officers for the period under review. Under the Company's
Directors’ and Officers’ Liabilities Insurance Policy, the Company

shall not release to any third party or otherwise publish details of the
nature of the liabilities insured by the policy or the amount of the
premium. Accordingly, the Company relies on section 300(9) of the
Corporations Act 2001 to exempt it from the requirement to disclose
the nature of the liability insured against and the premium amount of
the relevant paolicy.

SIGNIFICANT EVENTS AFTER THE
BALANCE DATE

As set out in the Review of Operations section of this Directors’
Report, subsequent to the balance sheet date, the Company
announced:

e & July 2007 - Dr Evert Vos, a non-executive Director of the
Company resigned,

e 14 August 2007 - the development of its neuropathic pain drug,
ACV1, has been discontinued. As a result of the discontinuance
of the ACV! neuropathic pain project significant staffing
changes have been made to reflect the changed activities of the
Company. This event subsequent to the balance date does not
affect any figures contained in the Annual Financial Report.

e 28 Augusf 2007 - Dr Arthur Emmett, a non-executive Director
of the Company resigned.

The Directors are not aware of any matter or circumstances since

the end of the financial year, not otherwise dealt with in this report
or the Annual Financial Report, that has significantly affected or may
significantly affect the operations of the Company, the results of
those gperations or the state of affairs of the Company in subsequent
financial years.

ENVIRONMENTAL REGULATION

Other than the general laboratory standards and guidelines,
Metabolic is not subject to significant environmental regulations.

INHERENT RISKS OF INVESTMENT IN
BIOTECHNOLOGY COMPANIES

There are many inherent risks associated with the development of
pharmaceutical products to a marketable stage. The lengthy clinical
trial process is designed to assess the safety and efficacy of a drug
prior ta commercialisation and a significant proportion of drugs

fail one or bath of these criteria. Other risks include uncertainty of
patent protection and proprietary rights, whether patent applications
and issued patents will offer adequate protection to enable product
development, the obtaining of necessary drug regulatory authority
approvals and difficulties caused by the rapid advancemeants

in technology.

Companies such as Metabolic are dependent on the success of their
research projects and on the ability to attract funding to support
these activities. Investment in research and development projects
cannot be assessed on the same fundamentals as trading and
manufacturing enterprises. Thus investment in companies specialising
in these, such as Metabolic, must be regarded as highly speculative.
Metabalic strongly recommends that professional investment advice
be sought prior to such investments,

Forward-looking statements

Certain statements in this Annual Report contain forward-looking
statements regarding the Company's business and the therapeutic
and commercial potential of its technologies and products in
development. Any statement describing the Company's goals,
expectations, intentions or beliefs is a forward-looking statement
and should be considered an at-risk statement. Such statements

are subject to certain risks and uncertainties, particularly those risks
or uncertainties inherent in the process of developing technology
and in the process of discovering, developing and commercialising
drugs that can be proven to be safe and effective for use as hurnan
therapeutics, and in the endeavor of building a business around such
products and services. Metabolic undertakes no obligation to publicly
update any forward-looking statement, whether as a result of new
information, future events, or otherwise. Actual results could differ
materially from those discussed in this Annual Report. As a result you
are cautioned not to rely on forward-looking statements.

i
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AUDITOR’S INDEPENDENCE AND NON-AUDIT SERVICES

The Directors received the following declaration from the auditor of Metabolic Pharmaceuticals Limited.

AUDITOR'S INDEPENDENCE DECLARATION TO THE DIRECTORS OF METABOLIC PHARMACEUTICALS LIMITED

in relation to our audit of the Financial Report of Metabolic Pharmaceuticals Limited for the financial year ended 30 June 2007, to the best of
my knowledge and belief, there have been no contraventions of the auditor independence requirements of the Corporations Act 2001 or any
applicable code of professional conduct.

Lonsd ¥ four 4 @W/?m

Ernst & Young Joanne Lonergan
Partner

Melbourne

29 August 2007

NCON-AUDIT SERVICES
During the period under review the amount received, or due and receivable for non-audit services provided by the Company's auditar,
Ernst & Young were:

Preparation of the Company's Income Tax Return and refated services A$8,060

AIFRS advice A$5,000

The Directors are satisfied that the provision of non-audit services during the current period is compatible with the general standard of
independence for auditors imposed by the Corporations Act 2001. The nature and scope of each type of non-audit service provided means

that auditor independence was not compromised.



CORPORATE GOVERNANCE STATEMENT

Metabolic has complied with the majority of the ASX best practice recommendations for good corporate governance

INTRODUCTION

The Board of Metabalic is responsible for the corporate governance of the Company and guides and monitors the business on behalf of its
shareholders. The Board has strived to reach a balance between industry best practice and appropriate policies for Metabolic in terms of its

size, stage of development and role in the biotechnology industry,

Metabolic performs an annual review of its Board policies and governance practices with reference to the 10 Principles of Good Corporate
Governance and 28 Best Practice Recommendations (Recommendations) established by the ASX Corporate Governance Councif. During the

reporting period Metabolic was compliant with 24 of the Recommendations. The Company has embraced the true spirit of these principles

and has carefully considered whether complying with each Recommendation is in the best interests of Metabolic’s shareholders. In four
instances, the Board determined that the Company is either best served by policies that vary from the Recommendations, o is unable to
meet them as a resuft of the current composition of the Board. Any departures from the Recommendations are discussed in this Corporate

Governance Statement, along with other relevant infermation.

Principles and selected recommendations

Compliance

1. Lay solid foundations for management and oversight

-"
I

2. Structure the Board to add value
2.1 A majority of the Board should be independent Directors
2.4 The Board should establish a Nomination Committee

Departure
Departure

3. Promote ethical and responsible decision-making

o

4. Safeguard integrity in financial reporting
4.3 Structure of the Audit Committee

-~
Departure

5. Make timely and balanced disclosure

6. Respect the rights of shareholders

7. Recognise and manage risk

8. Encourage enhanced performance

9. Remunerate fairly and responsibly
9.2 The Board should establish a Remuneration Committee
- Composition of Remuneration Commitiee

10. Recognise the legitimate interests of stakeholders

A full description of all recommendations can be found on the ASX Corporate Governance Council's website;
http./fwww.asx.com.au/supervision/governance/ principles_good_corporate_governance him.

PRINCIPLE 1: LAY SOLID FOUNDATIONS FOR MANAGEMENT AND OVERSIGHT

The role of the Board is to represent the interests of shareholders, by providing the Company with good governance and strategic direction.

Key responsibilities for the Board include approval of corporate strategies and approving the annual budget and financial forecasts, as well
as monitaring management. The Board has adopted a formal Board Charter which describes the specific responsibilities of the Board and
refers to the Company's formalised process for delegating authority to Senior Management for the day-to-day running of the business.
During the year, the Company implemented a formal Defegations of Authority Policy. The objective of this policy is to enable employees to
conduct business transactions in an expedient and prudent manner, within the approved limits set by the Board. This Policy and the Board
Charter ensure that there is a clear division of respansibility between Management and the Board, and between the CEQ and Chairman.

The Board Charter is available at www,metabolic.com.au in the Corporate Governance section.
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CORPORATE GOVERNANCE STATEMENT CONTINUED...

PRINCIPLE 2: STRUCTURE THE BOARD TO ADD VALUE

As at the date of this Directors’ Report, the Board of Metabolic is comprised of four Directars, with a combination of scientific expertise and
commercial acumen. The Constitution of Metabolic allows for the number of Directors to range from three to 12, of which the proportion of
non-executive-Directors is at the discretion of the Board.

During the year, Metabolic began the process of Board refreshment. In April 2007, Mr Rob Stewart was appointed as non-executive Chairman
of the Board and Chairman of the Audit Committee and Finance Committee. In April 2007, Mr Don Clarke was appointed as a non-executive
Director and as a member of the Remuneration Committee and the Finance Committee. Mr Patrick Sutch and Ms Robyn Baker resigned in
April 2007, Dr Evert Vos resigned in July 2007 and Dr Arthur Emmett resigned in August 2007. With the retirement of Dr Emmett,

Mr Stewart was appointed as Chairman of the Remuneration Committee and Mr Clarke was appointed as a member of the Audit Committee.
The Board of Metabolic will continue to evolve over the medium-term, as the Company continues its search for suitably qualified candidates
with research, drug development and commerce backgrounds. The relevant qualifications and details of each Director are documented in this

Directors' Report under the section titled Board of Directors.

Metabolic is working towards appointing a majority of independent directors

{Recommendation 2.1}

The Board has adopted the ASX Corporate Governance Council’s recommended criteria for assessing Director independence. To be assessed as
independent, a Director must fulfill a number of criteria. For example, the Director must not have an association with a substantial shareholder,
must not be an executive in the Comparny or have been employed in an executive capacity in the last three years, and must not have a direct
or indirect material relationship with the Company.

During the reporting period there were several Director changes which altered the proportion of independent Board members. From 1 July 2006
10 4 April 2007, three of the six Directors were assessed as independent, being Dr Arthur Emmett, Mr Patrick Sutch and Ms Robyn Baker. As at
the date of this Directors’ Report the only Director considered to be independent is Mr Rob Stewart. This is a departure from the current
Recommendation for the majority of Board Directors to be independent, a recommendation that is endorsed by Metabolic and included in its
Board Charter. Accordingly, the Company is actively searching for independent Director candidates who are suitably experienced.

The independence and tenure of each Director in office as at the date of this Directors’ Report is described in the table below:

Director

Position

Independence

Year appointed

Area of expertise

Mr Rob Stewart

Chairman, non- -+
executive Director

Independent

2007

Experienced company Director, with broad
commercial experience and exposure to high
technology industries

Dr Roland Scollay Chief Executive Not independent! 2002 Maijor pharmaceutical company experience,
Officer tJS biotechnology experience, research and
drug development
Dr Chris Belyea Chief Scientific Not independent’ 1998 Extensive biotech experience, scientific
Officer research, patent law
Mr Don Clarke Non-executive Not independent? 2007 Partner of law firm, Minter Ellison and
Director company Director

Y Pr Scollay and Dr Belyea are executive Directors
* Mr Clarke is a Director of a substantial shareholder of Metabolic

The Board has adopted procedures to allow Directors, in the furtherance of their duties, to seek independent professional advice at the
Company's expense, unless the Board determines otherwise. In addition, Metabolic has agreed to indemnify its Directors against certain

liabilities and to maintain Directors and Qfficers insurance coverage.




The regular responsibilities of a Nomination Committee are
incorporated into Metabolic's Board Charter
(Recommendation 2.4)

As Metabolic has a relatively small Board, a formal Nomination
Cornmittee has not been established as no real efficiencies would
be gained from the existence of such a committee. The regular
responsibilities of a8 Nomination Committee are incorporated into
Metabolic's Board Charter, The Board, as a whole, is responsible for
reviewing Board size and composition. With regard to membership,
the Board is ultimately responsible for identifying and assessing
potential Directors. New appointments are made within the scope
of Metabolic's Constitution and in accordance with the nomination
procedures documented in the formal Board Charter.

Mr Rob Stewart and Mr Don Clarke were appointed as non-executive
Directors on 4 April 2007 and 12 April 2007 respectively. In accordance
with the Company’s Constitution, shareholders will be asked to elect
Mr Stewart and Mr Clarke at the Company’s next Annual General
Meeting,

The new Directors appointed during the year were presented with a
letter of appointment and induction pack which included corporate
governance documentation, details of Directors and Officers liability
insurance, minutes of meetings and other relevant information.

PRINCIPLE 3: PROMOTE ETHICAL AND RESPONSIBLE
DECISION-MAKING

Metabolic’s Share Trading Policy was updated in 2006
(Recommendation 3.2)

The Company's Share Trading Policy was updated during

the reporting period to better suit the characteristics of the
biotechnology industry and to reflect the formal approval

processes implemented by Metabolic. This policy is in line with
Recommendation 3.2. Metabolic does not provide scheduled
trading windows where employees can buy or sell shares without
authorisation. In all circumstances, Birectors and employees are
required to seek approval from both the Chairman and CEO,

or in their absence any two Directors, to trade Metabolic shares.
The Chairman and CEQ are responsible for assessing if the applicant
is in possession of any price sensitive information. If share trading
clearance is given to a Director or employee, the applicant is required
to immediately provide the Company with post trade notification.

PRINCIPLE 4: SAFEGUARD INTEGRITY IN FINANCIAL
REPORTING

Metabolic's Audit Committee

(Recommendation 4.2)

The Audit Committee operates under a Charter approved by the
Board. It is the Board's responsibility to ensure that an effective
control framework exists within the entity. This includes ensuring
that there are internal controls to deal with both the effectiveness
and efficiency of significant business processes, including the
safeguarding of assets, the maintenance of proper accounting
records and the reliabifity of financial information as well as
nen-financial considerations. The Board has delegated the
responsibility for the establishment and maintenance of a framework
of internal control and ethical standards for the management of

the Company to the Audit Committee. The Audit Committee also
provides the Board with additional assurance regarding the reliability
of financial information for inclusion in the Annual Financial Report.
The Audit Committee is responsible for nomination of the external
auditor and reviewing the adequacy of the scope and quality of the
annvual statutory audit and half-year statutory review.

Structure of the Audit Committee

(Recommendation 4.3)

Members of the Audit Committee from 1 July 2006 until

4 April 2007 included Mr Patrick Sutch (independent Chairperscn),
Dr Arthur Emmett {independent, non-executive Director) and

Ms Robyn Baker (independent, nan-executive Director). During this
period, Metabolic was fully compliant with ASX Listing Rule 12.7
which requires the top 300 companies included in the

ASX Alf Ordinaries Index to establish an Audit Committee

with membership that meets the following criteria:

*  Criteria one: Only non-executive Directors;

s Criteria two: A majority of independent Directors;

e (riteria three: An independent Chairperson, who is not
Chairperson of the Board; and

s (Criteria four: At least three members.

Mr Rob Stewart was appainted as Chairman of the Board and
subsequently as Chairman of the Audit Committee on 4 April 2007,
Since this time, the Company has been unable to meet the above
requirements. As at the date of this Directors' Report, the members
of the Audit Committee are Mr Rob Stewart and Mr Don Clarke,
thus criteria one has been met as both Directors are non-executive
Directors. The second criteria cannot currently be met, as Mr Clarke
Is not considered to be an independent Director due to his directorship
with Metabolic's largest shareholder, Circadian Technologies Limited.
As Mr Stewart is also Chairman of the Board, the Company is unable
to meet the third criteria.
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CORPORATE GOVERNANCE STATEMENT
CONTINUED...

An additional Director will be appointed to this Committee once

a suitable independent, non-executive Director is recruited, thus
ensuring the Committee meets the second and fourth criteria.
Metabolic's current composition of the Audit Committee is
temporary during its Board refreshment transition. The Company
understands that independent judgement is vital to the effectiveness
of the Committee and intends to comply with this Recommendation
as soon as practicable.

Details of the qualifications and details of Audit Committee members

are included in this Directors’ Report in the Board of Directors section.

The partner of the Company’s external auditor is invited to attend
Audit Committee meetings as required. For details of the number
of meetings of the Audit Committee held during the year and the
attendees at those meetings, refer to the Board and Committee
Meetings section in this Directors’ Report.

PRINCIPLE 6: RESPECT THE RIGHTS OF SHAREHOLDERS

Shareholder Communications

{Recommendation 6.1)

Metabolic is committed to providing sharehclders with access

to relevant information to make an informed assessment of the
Company's operations, risk profile, business strategies and future
prospects. Metabolic communicates regularly with its shareholders,
within the parameters of its Market Disclosure Protocol and
Communications Policy, using the following:

*  Quarterly Investor Update distributed to all shareholders;

¢  the Annual Report, of which an interactive version is availabla
online, with hard copies distributed to shareholders who elect
to receive a copy;

* the half-yearly report provided to the ASX Lirmnited {(ASX);

*  website disclosure of all ASX announcements, Investor
Presentations and Board Policies; and

+ the Annual General Meeting and other meetings of members
so called to obtain approval for Board actions as appropriate.

The Company has an ongoing campaign to encourage shareholders

to elect to receive communications electronically. This initiative

serves the best interests of shareholders by facilitating the delivery

of shareholder communications, such as the Quarterly Investor

Update by electronic means, thus reducing costs and protecting

the environment. In addition, Metabolic is currently investigating

technologies that enable more effective communications with

shareholders. A recent legislative change relieves public companies

of the ohligation to send hard copies of their Annual Report, unless

a shareholder specifically elects to receive one. This is an excellent

government initiative to reduce the environmental and finangal
burden of the Annual Report. To this end, Metabolic has invested
in providing an interactive online version which is available via
WWW il

Shareholders are encouraged to ask questions or provide feedback
ta the Company by email, phone or fax.

PRINCIPLE 7: RECOGNISE AND MANAGE RISK

Metabolic has implemented a formal risk

management system

{Recomendation 7.1}

Biotechnology is an inherently risky industry. Metabolic adopted a
formalised risk management policy in July 2003, During the reporting
period, Metabolic augmented this policy by implementing an
Enterprise Wide Risk Management framework (ERM), which

follows the principles of the Australian Risk Management Standard
AS/NZS 4360. This approach to risk management involves identifying,
assessing and managing the risks that affect the business, whilst at
the same time considering these risks in the context of the Company’s
values, objectives and strategies. An ERM assists the Board and
management to make decisions with the right balance

of risk and reward.

Typically the process of rolling out a risk management system takes
one to two years to be fully implemented. Some of the activities
involved include brainstorming sessions, training staff in specialist
risk management software and refining management and Board
reporting systems. Metabolic endeavours to foster a culture of

risk prevention rather than reaction. The Company believes an
effective ERM will enhance governance and accountability, exploit
oppartunities, improve planning and decision making, and ultimately
benefit corporate longevity, The Board is wholly responsible for risk
management, therefore a separate risk management committee has
not been created.

At the date of this Directors’ Report, Metabolic has identified and
analysed key risks. Firstly, each risk was ranked according to the
likeliness of that risk occurring, and the consequence(s) if that risk
eventuates. Secondly, the existing controls in place to mitigate
each risk were evaluated and given a rating. The risk level was then
automatically calculated by considering the likeliness, consequence
and existing controls for each risk. Once this process was complete, ‘
Metabolic assessed whether further activity was required to tighten
its existing controls. The Campany is using a spedialist software
package and has consulted risk management specialists since
commencing its ERM. The Company will continue to build and
maintain documented risk profiles using analytical techniques in
compliance with AS/NZS 4360. A {full risk register will be provided
to the Board annually in addition to periodic compliance reports,




PRINCIPLE 8: ENCOURAGE ENHANCED PERFORMANCE

Metabolic conducts annual performance evaluations of its
Board, Directors, Executives and Committees
(Recommendation 8.1)

The Company's policy far performance evaluation clearly sets out
the process for evaluating the performance of the Board, Board
Committees, the Chief Executive Officer and Senior Management.
The Board conducts a comprehensive annual self-evaluation to
determine whether the Board and its Committees are functioning
effectively. During the year, each Director was required to complete
a detailed questionnaire regarding roles and responsibilities, business
strategy, senior management and reporting and compliance systems.
The assessment dealt with individual performance as weli as the
collective performance of the Board and its Committees, including
consideration of the Board's overall contribution to Metabolic and
identifying areas in which the Board could improve.

The Remuneration Committee is responsible for evaluating the
performance of the Chief Executive Officer, who in turn evaluates
the performance of all other Senior Managers and makes
recommendations to the Remuneration Committee. The evaluation
protess is intended to assess the Company's business performance,
whether fong-term strategic objectives are being achieved and

the achievement of individual performance abjectives. Details
relating to the policy for performance evaluation and the amount
of rernuneration {monetary and non-monetary), paid to each Director
and Senior Manager, are set out in the Remuneration

Report in this Directors’ Report.

PRINCIPLE 9: REMUNERATE FAIRLY AND RESPONSIBLY

Metabolic has adopted remuneration policies that are designed to
provide competitive and appropriate rewards that are transparent
and aligned to shareholder interests. These policies link remuneration
to individual and company perfarmance. As the biotechnology
sector is highly volatile, significantly driven by market sentiment and
inherantly high risk, the Board recognises that using performance
measurement tools such as TSR, Net Earnings Per Share or Company
Earnings are inappropriate.

Metabolic has structured its remuneration policy for non-
executive Directors distinctly from its policy for Senior Managers.
A comprehensive discussion of Metabolic’s remuneration policies
and procedures, including the link between remungration and
performance, are set out in the Remuneration Report in this
Directors’ Report.

AP O

T D By,

Metabolic’'s Remuneration Committee

(Recommendation 9.2}

Remuneration policies for Directors and Senior Managers

are established by Metabolic's Remuneration Committee.

The Remuneration Committee is responsible for advising the
Board on remuneration policies and practices, and makes specific
recommendations on remuneration packages and other terms of
employment. Members of the Remuneration Committee have
altered during the year as a result of several director changes.

At the date of this Directors’ Report the Remuneration Committee
is composed of three directors, Mr Rob Stewart, Dr Roland Scollay
and Mr Don Clarke. The guidance in Recommendation 9,2 is that
the Cornmittee should be comprised of at least three Directors,

of which the majority including the Chairman are independent.
The Chairman of Metabolic's Remuneration Committee is an
independent Director. However, both Dr Scollay and Mr Clarke are
not considered independent Directors, necessitating the Company
to depart from this Recommendation. Metabolic intends to appoint
an additional, independent Director to this Committee, once a
suitably qualified candidate has been appointed to the Board.

Details of the qualifications and details of Remuneration Committee
members are included in this Directors’ Report in the Board of
Birectors section. For details of the number of Remuneration
Committee meetings held during the year and the attendees at those
meetings, refer to the Board and Committee Meetings section in this
Directors’ Report,

METABOLIC'S POLICIES ARE AVAILABLE ON THE INTERNET

The following policies and statements can be downloaded from the
Corporate Governance section of the Company’s website:
Www.m i .au;

* Annual Corporate Governance Statement;

+  Full Board Charter, including policy on Nomination and
Appointment process;

¢ Audit Committee Charter;

s Code of Conduct;

*  Share Trading Policy;

+  Market Disclosure Protocol;

«  Communications Policy;

*  Risk Management Policy;

«  Performance Evaluation Process for Diractors and Executives; and
*  Remuneration Committee Charter,
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REMUNERATION REPORT

This report outlines compensation arrangements in place for the
Key Management Personnel of Metabolic and explains how these
arrangements are linked to company performance, as follows:

*  Compensation Policy - Non-executive Directors
This section describes the Company's rationale in determining
non-executive Director payments and other relevant disclosures.

¢« Compensation Policy — Senior Managers (including
executive Directors)
This section describes the Company’s rationale in determining
salaries and incentives for Executive Directors and other
Senior Managers, including explanations of the link between
compensation and company performance, as well as details of
employment contracts.

*  Details of Compensation for Key Management Personnel
This section sets out the dollar value of all components of
compensation for Key Management Personnel during the year
ended 30 June 2007, including details of equity instruments
provided as compensation,

KEY MANAGEMENT PERSONNEL

The Key Management Personne! of Metabolic are Directars and
Senior Managers. The following persons had the authority and
responsibility for planning, directing and controlling the activities
of the Company, directly or indirectly, during the financial year:
Non-executive Directors

Mr Rob Stewart Chairman/Non-executive Director
{from 4 April 2007)

Non-executive Director (from 12 April 2007)
Non-executive Director (until 28 August 2007)
Non-executive Director (until 6 July 2007}
Non-executive Director (until 4 April 2007)
Non-executive Director {until 4 April 2007)

Mr Con Clarke

Dr Arthur Emmett
Br Evert Vos

Mr Patrick Sutch
Ms Robyn Baker

Senjor Managers {including executive Directors)

Dr Roland Scallay ~ Chief Executive Officer / Executive Director

Dr Chris Belyea Chief Scientific Officer / Executive Director

Mr Peter Dawsen  Chief Financial Officer (until 1 April 2007)

Dr Caroline Herd VP - Clinical Development & Regulatory Affairs
Ms Belinda Shave  Company Secretary / Financial Controller

As a biotechnology company, Metabolic's success is dependent upen
its Board and management team having the right blend of scientific
expertise and commerdial acumen. Metabolic’s compensation policy
for Key Management Personnel is designed to provide competitive
and appropriate rewards that are transparent and fully aligned to
shareholder interests. In accordance with corporate governance best
practice, the Company has structured its compensation policy for
non-executive Directors distinctly from its policy for Senior Managers.

COMPENSATION POLICY - NON-EXECUTIVE DIRECTORS

The Remuneration Committee requires the Board to determine the
compensation of non-executive Directors based on market practice,
relativities, director duties and accountability. The Company’s
compensation policy is designed to attract and retain competent
and suitably qualified non-executive Directors, and the structure of
their compensation endeavours to ensure that Directors interests are
aligned with the interests of shareholders.

Metabolic’s Fee Pool for Non-Executive Directors is
A$300,000 a year

Nen-executive Directors’ fees are determined within an aggregate
Directors’ fee pool limit, which is approved by shareholders.

Total non-executive Directors’ fees paid during 2006-07, amounted
to A$173,120, representing 58 percent of the available fee pool.
Consulting fees of A$25,017 paid to a non-executive Director for
additional services are not included in this aggregate pool of fees.

Metabolic reviews the allocation of non-executive Directors’ fees
periodically, The Chairman receives additional fees in recognition

of the responsibilities attaching to that role, Directors do not receive
fees for additional Board or Committee meetings. During the year,
Metabolic held 11 Board meetings and 11 Committee meetings.

The average total remuneration paid to non-executive Directors of
listed companies with a market capitalisation of below A$1 billion was
A%$76,000 in 2005-06, according to the 2007 Executive and Board
Remuneration Report by Ernst & Young. The fees paid to Metabolic
non-executive Directors are below this average and towards the low
end of fees paid to non-executive Directors in the biotechnology
industry,

Non-executive Directors are reimbursed for out-of-pocket expenses
incurred as a result of their directorship or any special duties.

Non-Executive Directors are encouraged to own
Metabolic shares

Non-executive Directors are enceuraged, but not mandated, to own
Company shares by purchasing them on-market. Metabolic endorses
share ownership as it provides a further performance incentive.
Metabalic has previously granted options to non-executive Directors,
however this is not the Company's current practice, and accordingly
no options have been granted to non-executive Directors during the
last four years.

Retiring allowance and superannuation

No retiring allowances are paid to non-executive Directors. Metabolic
pays the statutory superannuation guarantee charge in relation to
eligible non-executive Directors.
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COMPENSATICON - SENIOR MANAGERS (INCLUDING
EXECUTIVE DIRECTORS)

Key executive appointments can have substantial impact on the value
of a biotechnology company, particularly in the current environment
where executive talent is scarce. Metabolic's compensation policy
for Senior Managers is'set by the Board's Remuneration Committee
and reviewed regularly to ensure it remains contemporary and

competitive. Broadly, the policy is designed to link performance and

retention strategies, and more specifically to ensure:

»  the balance between fixed and variable (performance)
components for each position is appropriate in fight of internat
and external factors;

+  the set individual objectives will result in sustainable beneficial
outcomes;

» that all performance compensation components are
appropriately linked to measurakle personal, business unit or
Company performance; and

« that total compensation (that is, the sum of fixed and variable
components) for each Senior Manager is fair, reasonable and
market competitive.

This policy is consistent with the ASX Corporate Governance

Council's Principles of Good Corporate Governance and Best Practice

Recommendations (Principle 9: Remunerate Fairly and Responsibly).

The Remuneration Committee is responsible for evaluating

the performance of the Chief Executive Officer, who in turn
evaluates the performance of all other Senior Managers and
makes recommendations to the Remuneration Committee. The
evaluation pracess is intended to assess the Company’s business
performance, whether strategic objectives are being achieved and
10 assess individual perfarmance hurdles. The relationship between
Metabolic’s compensation policy and its performance is set out in
the Company Performance section of this Remuneration Report.

Generally, there are three components of Senior Management
compensation provided, as follows:

1. fixed annual compensation comprising salary and benefits,
superannuation and non-monetary benefits’;

2. short-term performance incentive, through cash bonuses; and

3. medium and long-term incentive, through participation in the
Metabolic Performance Rights Plan {"the Plan").

' The only non-manetary benefit provided 1o Senior Managers is car parking.

The following table indicates the proportion of compensation that is
subject to performance conditions, provided through short-term and
long-term incentives,

Cash Bonus Performance
(Short-Term Rights
Incentive} {Medium and
Long-Term
incentive)
Chief Executive Officer 20% 30%
Senior Management 15% 20%
All other empioyees 10% 10%

Fixed Annual Compensation

Senior Managers are offered a market competitive base salary which

reflects their competencies, job description as well as the size of the
Company. Base salary is reviewed regularly against market data for

comparable positions. Adjustments to base salary are made based on

significant rofe responsibility changes, pay relativities to market and
relative performance in the role.

Short-Term Incentives (STI's)

Short-Term Incentives in the form of cash bonuses are paid annually
to Senior Managers based upon individual performance and
achievenent of corporate objectives. Personat objectives and Key

Result Area (KRAs) are set for each Senior Manager at the beginning
of each period. Examples of personal objectives and KRAs for Senior

Management are:

+« commencement and completion of clinical trials on time and on

budget;
»  securing high-value in-licensing and/or out-licensing deal(s);

« compliance with regulatory bodies, such as the ASX Limited,

Australian Securities and Invesiments Commission, Therapeutics

Gaooads Association and US Food & Drug Administration; and

» fundraising at appropriate levels with minimal dilution to existing

shareholders.

The individual objectives and KRAs are chosen once the Board has
confirmed the Company's overall objectives, and these have been
linked to Metabolic's annual business plan. Performance hurdles are
assessed at the end of the period to determine the bonus payment.
This assessment also takes into account how Senfor Managers
performed their role with regard to the Company's core values.
The annual bonus pool is calculated by a nominated percentage

of the annual budget for salaries and is apportioned based en

the outcomes of each individual performance evaluation, which

are conducted by the Chief Executive Officer. The performance
evaluation of the Chief Executive Officer is conducted by the
Remuneration Committee. The STl payment is usually made during
November or December following each financial year end.
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REMUNERATION REPORT cONTINUED...

Medium and Long-Term Incentives

Retention of Key Management Personnel is a particularly high
priority for biotechnology companies, as these Senior Managers
have a high degree of embedded scientific and commercial
knowledge to drive a company's future success. Metabolic's
medium and fong-term incentive policy for Senior Management is
focussed on equity-based instruments to incentivise high-quality
performance and long-term retention.

Carefully designed and performance linked eguity incentive plans
are widely recognised as the most effective way of providing
incentives to Executives.

Metabolic’s Performance Rights Plan

In September 2005, the Board of Metabalic estabtished the terms
and conditions of a long-term incentive scherme, in the form of the
Metabolic Performance Rights Plan {“the Plan”) for all employees,
including Executive Directors. The Plan provides employees with
the opportunity to participate in the success of the Company

and provides further incentive to ensure wealth is created in the
Company for the benefit of all shareholders. Broadly, the Plan
aims to strike a balance between shareholder expectations for
challenging performance hurdles and corporate strategy 10:

e attract, motivate and retain employees;

¢ align the interests of employees with the interests of
shareholders; and

* remunerate effectively whilst keeping within the finandal
constraints of a biotechnology company.

Under the Plan, eligible employees can be offered rights to acquire
shares in the Company. The Pian is subject to the requirements

of the Corporations Act 2001 and the ASX Listing Rules, and the
Board considered independent expert advice regarding structure,
terms and conditions.

The key details of the Metabolic Performance Rights Plan

{“the Plan”} are:

* the Board may issue annual invitations to employees and
Executive Directors to participate in the Plan, subject to
shareholder approval in the case of Executive Directors;

»  the number of performance rights granted is based on varying
percentages of fixed compensation, dependent upon job
pasition;

« historically there has not been an exercise price payable to
acquire a share upon exercise of a performance right issued
- the exercise price, if any, is determined by the Board;

+ the number of performance rights granted is adjusted to
take into account anticipated trading restrictions placed on
recipients;

= performance rights are exercisable an a specified future date,
subject to meeting performance and service conditions;

» performance rights cannot be ransferred and will not be listed
on the ASX; and

+ there are three categories of performance conditions which
need to be achieved for the rights to vest.

2006 Performance Rights Conditions

The performance conditions for the 2006 aflocation under the
Plan were split into three distinct categories. If the performance
conditions are achieved, the issued performance rights will vest
evenly over four annuaf tranches, that is, 25 percent a year

as follows:

- Tranche 1 = 25% of the grant — 1 September 2007;
- Tranche 2 = 25% of the grant — 1 September 2008;
- Tranche 3 = 25% of the grant - 1 September 2009; and
- Tranche 4 = 25% of the grant - 1 September 2010,

b oo
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Category 1: Share price growth target Category 2: Corporate goals
Firstly, one-third of the performance rights granted are attributable | Secondly, one-third of the performance rights granted are
to share price performance, as folfows: attributable to corporate goals assessed at 1 September 2007, as

. . . I :
Primary target. This component is measurable by the Company's follows

share price growth target of at least 50 percent in Year 1. To achieve |*  Timely announcement of resuits of the OPTIONS Studly,

this target, the daily VWAP, averaged over 40 consecutive trading a Phase 28 human clinical trial for AQDS604

days, must be at least 50 percent abave the “base share price” at (40 percent weighting};

least once prior 10 31 August 2007. «  Timely announcement of results of one of the

VWAP = volume weighted average share price. Phase 2A human dinical trials for ACVY

Base share price = this price is calculated using the five-day VWAP (20 percent weighting):

from the sixth trading day following the announcement of the +  Progress the licensing of AOD9604 or ACV1

full-year results to the tenth trading day. For 2006, the five-day (20 percent weighting);

VWAP from Monday 4 September to Friday 8 September 2006 . , -

(inclusive) was A$0.43. ¢ Raise caputa! to ensure suffucnent. cash reserves to meet
planned activities for the following 12 months

Yaar 1 = 1 September 2006 to 31 August 2007. {10 percent weighting);

or

*  Add one new project to the pipeline at the formal
preclinical toxicity stage
{5 percent weighting); and

Secondary target. If the primary target stated above is not
achieved, participants will have a second opportunity to fulfill this
vesting component if share price growth of at least 100 percent is
achieved. To achieve this vesting condition, the 20-day VWAP must |+  Add one new project to the pipeline at the clinical stage
be 100 percent above the base share price by 1 September 2010. (5 percent weighting).

This performance condition is also subject to continued service. These performance conditions are also subject to continued service,

Category 3: Continued service
The third and final performance condition relates to employee retention. One-third of the performance rights granted are attributable to
continuing service and each of the other performance conditions are also subject to continuing service.

These performance conditions are directly linked to corporate goals in the Company’s annual business plan, Due 1o the speculative nature of
the bictechnology sector, it is not appropriate to set performance conditions refating to the satisfaction of traditional hurdles such as Total
Sharehelder Return (TSR). The Remuneration Committee will assess whether performance conditions have been achieved. Performance

conditions for future offers under the Plan, if any, may vary.

Metabolic Employee Share Option Plan

In previous financial years, prior to establishing the Metabalic Performance Rights Plan (“the Plan"), employees received option allocations
under the Metabolic Employee Share Option Plan. These options have an expiry date between 54 and 53 months from grant, generally with
staggered vesting terms based on anniversary periods, subject to continuing service. These options were issued far nominal consideration, and
were granted at the discretion of the Board. These options cannot be transferred and will not be quoted on the ASX Limited. There were no

shares issued under the Plan during the year.

NOTE: For information regarding the vatuation of the performance rights and eptions granted during the reporting peried, including models and assurmptions used,
please refer 1o Table B in this Remuneration Repert and Note 12 in the Notes te the Annual Financial Report.
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REMUNERATION REPORT CONTINUED...

DETAILS OF COMPENSATION FOR KEY MANAGEMENT PERSONNEL
For the year ended 30 June 2007, details of the compensation for Key Management Personnel are set out in the table below.

TABLE A Share-based
Short-Term Past Employment Long-Term | payments % perform-
Non- Options & Total ance
Cash Salary Cashbonus Consult-ing  monetary Super- Incentive Perform- related
DIRECTORS & Fees w Fees benefits™ | annuation Retire-ment Plans ance Rights
Or Roland Scollay 2007 397,233 75.000 - 4,027 12,686 - - 183,268 672.214 38.4%
(Chief Executive Olficer) 2006 350,158 38,000 - 5,131 34,934 - - 199.269 627,432 20.8%
Dr Chris Belyea 2007 256,485 36,790 - 4027 12,586 - - 65,518 375,506 27.2%
(Chief Scientific Officer) 2006 257,775 28,000 - 5,131 15,593 + -~ - 14,506 321,005 13.2%
Mr Rob Stewart ! 2007 22,500 - - - 2,025 - - - 24,525 -
{Non-execulive Chairman) 2006 - - - - - - - - - -
Or Arthur Emmaett? 2007 61,395 - - - - - - - 61,395 -
(Non-executive Director) 2006 70,860 ~ - ~ - - = - 70,660 -
Mr Don Clarke ? 2007 7,500 - - - 675 - - - 8,175 -
(Non-executive Director) 2006 - - - - - - - - - -
Dir Everl Vs * 207 32,000 - 25017 - - - - - 57.017 -
{Non-executive Director) 2006 32,000 - 50,580 - - — - - 82,580 -
My Patrick Sutch $ 2007 22,500 - - - - - - - 22,500 -
{Non-executive Diractor} 2006 30,000 - - - - - ~ - 30,000 -
Ms Robyn Baker * 2007 22,500 - - - 2,025 - - - 14,525 -
{Non-executive Director) 2006 20.000 - = - 1.800 - - - 21,800 -
. Sub 1o1al compensation for |2007 822,113 111,790 25,017 8,054 30,097 - - 248,786 1,245,857
. Direqtors 2006 760,793 66,000 50,580 10,262 52,327 — - 213,775 1,153,237
o OTHER KEY
by MANAGEMENT PERSONNEL
QAR Mr Peter Dawson * 2007 316,996 45,660 - 3,020 12141 - - 130,755 508,572 24.4%
P {Chiet Financial Officeq 2006 191,670 1,000 - 4,276 14,283 - - 13,345] 224574 6.4%
i Ms Belinda Shave .
2007 164,424 21,820 - 4,027 12,686 - - 47,939 250,966 21.8%
(Company Secretary
N 2006 157.212 18,000 - SR 12,324 - - 16,635 209,302 16.5%
/ Financial Controfler)
Dr Carakne Herd 2007 175,725 24,100 - 4,027 12,686 - - 46,931 263,469 27.0%
(VP — Clinical & Regutatory Affairs) {2006 162,276 18,000 - 5,131 12,593 - - 15,142 213,142 15.5%
Sub tatal compensation
S for Other Key Management 2007 657,145 91,650 - 11,074 37,513 - - 225,625 1,023,007
T 2006 511,158 37,000 - 14,538 39,200 - - 45,122 647,018
Personnel
Total compensation for all 2007 1,479,258 203,440 25,017 19,128 67,610 - - 474,411 2,268,864
Key Management Personnel 2006 1,271,951 103.000 50,580 24,800 91,527 - - 258,897 4,800,755
Notes:

Mr Rob Stewart was appointed as non-executive Chairman on 4 April 2007,

Dr Arthur Ememett resigned as & non-executive Director on 28 August 2007,

Mr Don Clarke was appointed as a non-executive Director on 12 April 2007.

Dr Evert Vos resigned as a non-executive Director on 6 July 2007 and was paid consullancy fees of $25,017 for additional services during the period 1 huly 2006 to 31 December 20086,
M Patrick Sutch and Ms Rebyn Baker resigned as non-executive Directors on 4 April 2607,

Mr Peter Dawson ceased employment with the Company on t April 2007, The compensation shown includes amounts paid 10 Mr Dawson on ceasing employment.

(a} Cash bonuses
Individual performance reviews were conducted late in 2096. Cash bonuses included in the compensatien of Senior Managers were granied in December 2006, based on individual and

corporate performance determined during the formal review process,

(b} Non-menetary beneflis
Non-moneiary benefits consist solely of the value of car parking benefits.

- oo o o




Compensation by Category: Key Management Personne)

30 June 30 June
2007 2006 ™
b 3
Shart-Term 1,726,843 1,450,331
Post Employment - Superannuation 67,610 91,527
Share-based Payments 474,411 258,897
2,268,864 1,800,755

These amounts represent the aggregates for the Key Management Personnel
disclosed in the previous financial year, some of which are different to the
Key Management Personnel included in the period under review.

(a)

Fair Value of Share-Based Campensation

(a) Fair Value of Options

The fair value of options included in compensation Table A were
determined using a binomial approximation model. This model
takes into account, as at grant date, the exercise price and expected
flife of the aption, the vesting criteria, the current price of the
underlying share and its expected volatility, expected dividends

and the risk-free interest rate for the expected life of the option.
These options were issued pursuant to the Metabolic Employee
Share Option Plan and have an expiry date between 54 and 59
months from grant, generally with staggered vesting terms based on
anniversary periods. The option-pricing model values each of these
vesting portions separately. Accordingly the amortised share-based
compensation disclosed in Table A includes the apportioned value
of the aptions during the year ended 30 June 2007. A breakdown of
the fair value of each grant of option included in Key Management
Personnel share-based compensation is set out in Table B and Table C.

{b) Fair Value of Performance Rights

The fair value of performance rights included in compensation Table
A were determined by using a Barrier “Up and Call” Pricing madel
or the market share price on the date of grant for those performance
rights subject to a market condition and a Black-Scholes/Merton or
Bincmial Distribution Option Pricing model for those performance
rights with non-market performance conditions. The model takes
into account, as at grant date, the exercise price and expected life

of the performance rights, the vesting criteria, the current price of
the underlying shares and its expected volatility, expected dividends
and the risk-free interest rate for the expected life of the performance
right The performance rights were issued pursuant to the Metabolic
Performance Rights Plan and have an expiry date of five years from
grant, with staggered vesting terms based on anniversary periods
and performance conditions. Accordingly the amortised share-based
compensation disclosed in Table A includes the apportioned value of
the performance rights during the year ended 30 June 2007,

A breakdown of the fair value of each grant of performance right
included in Key Management Personnel share-based compensation
is set out in Table B and Table C.
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REMUNERATION REPORT cONTINUED..,

Table B provides the following details:
{(8) the pricing model assumptions used in calculating the fair value of each option and perfarmance right;

(b) the fair value of each option and performance right included in the compensation of each of the Key Management Personnel for the year
ended 30 June 2007; and

{c) the date when options or performance rights may be exercised, subject to performance conditions.

TABLE B Performance Performance Optiens Options Options TOTAL
Rights Rights granted on granted on granted on
granted on granted on 1 February 23 December 22 November
17 November | 20 December 2006 2003 2002
2006 2005
Exercise Price Nil Nil 31.50 $1.00 $0.90
Risk-{ree interest rate 594% 5.73% 5.30% 5.56% 5.21%
Voplatitity 60% 56% 56% 35% 5%
Expiry Date 1 Sep 204 | Sep 2010 1 Jan 2011 23 Nov 2008 22 Oct 2007
Dividend yield - - - - -
Average Fair Value per option/right (cents) 0 40 11 26 16
NAME Number and value of Qptions and
Performance Rights (PRPs) for the year
ended 30 june 2007
Dr Ratand Scoltay Number of cptions/rights 418,608 253,668 1,000,000 1,672,276
Value for year ended 30.06.07 $110,844 $33,424 $39,000 $183,268
Bir Chris Belyea Number of options/rights 190,104 15,211 305,315
Value for year ended 30.06.07 $50,338 415,180 $65.518
Mr Peter Dawsonit Number of options/rights 172,428 105,991 278,419
Value for year ended 30.06.07 $116,472 $14,283 $130,755
Ms Belinda Shave Number of optionsirights 128,904 69,124 120,000 318,028
Value for year ended 30.06.07 $34,133 49,108 $4,698 $47.939
Dr Caroline Herd Number of oplions/rights 135,744 76,037 150,000 361,781
Value for year ended 30.06.07 $25,944 $10,020 $967 $46.931
VESTING PROPORTIONS 25% -01.05.07 | 25%-01.09.06] 35%-01.02.06] 20%-23.12.04| 20% - 22.11.03
26%-01.0908 | 25%-01.09.07 | 35%-01.02071 20%-23.1205[ 20% -22.11.04
25% - 01.09.09 | 25% -01.09.08| 30%-01.02.08]| 30%-23.1206| 30% - 22.11.05
25% - 01.09,10 | 25% - 01.09.09 30% -23.12.07 [ 30% - 22.11.06

W .
-3 " Mr Peter Dawson ceased employment with the Company on 1 April 2007, The value shown 1n the abave table for Mr Dawson includes the accelerated vesting of performance rights a1 the
date of cessation,




Options and Performance Rights granted as part of compensation
Table C provides a breakdown of each share-based payment included in the compensation of Key Management Personnel for the year ended 30 o

June 2007,
o
TABLE C Grant date Grant number | Fair Value per Fair Valuve of Value of Value of Fair Value of % compen- .
option/right | options frights | options / rights | options / rights | options / rights sation ¥
at grant date | granted during exercised lapsed during included in consisting of
the year during the year the year remuner-ation } options / rights
during the year | during the year

Dr Roland Scollay
- Options 1 Feb 2006 1,004,000 $0.1095 - - - $39,000 5.80%
- Performance Rights 20 Dec 2005 253,668 $0.4040 - - $11.415 $33.474 A97% o
- Performance Rights 17 Nov 2008 418,608 10.6991 $292.677 - - $110,844 16.49% L
Dr Chris Belyea L
- Performance Rights 20 Dec 2005 115,211 40.4040 - - 45,184 $15.180 4.04% .
- Performance Rights 17 Nov 2006 194,104 $0.6991 $132,914 - - 450,338 1341% e
Mr Pater Dawson .
- Performance Rights 20 De¢ 2005 105,991 $3.4040 . 117,192 19,363 $14,283 2.81% T
- Performance Rights 17 Nov 2006 172,428 40.6591 $120,544 121,668 $747 $116,472 22.90% .
Ms Belinda Shave
- Options 23 Dec 2003 120,000 10.2600 - - - $4,698 1.87%
- Performance Rights 20 Dec 2005 £9,124 $0.4040 - 37,394 $3.110 $9,108 3.63%
- Performance Rights 17 Nov 2006 128,904 $0.6993 $60,125 - - $34,133 13.60%
Dr Caroline Herd
- Cptions 22 Nov 2002 150,000 $0.1600 - - . $967 £.37%
- Performance Rights 20 Deg 2005 76.037 $0.4040 . $8.134 13.422 $10,020 3.80%
- Performance Rights 17 Nov 2006 135,744 $0.6991 $94,908 - - $35,944 13.64% ”
TOTAL $731,168 $474 411

During the current period, there have been no alterations to the terms and conditions of performance rights or options granted as compensation o
since their grant date. -

Options and Performance Rights granted and vested during year ended 30 june 2007

TABLE D Performance Rights Options
Number of Perf Number of Perfarmance
. u_m er o1 Pertarmance ,um =re i Number of Options Number of Options vestad
Directors Rights granted during Rights vested during the .
granted during the year during the year
the year year . e
2007 418,608 35,937 - 350,000 ) :
Dr Roland Scollay
2006 253.668 - 1,500,00G 850,000 .
Or Chiis Bel 2007 190,104 16,324 - : - AN
r Chris Belyea
=Ry 2006 15,211 - - -
Other Key Management
Personne!
2007 172,428 226,741 - -
Mr Peter Dawson
2006 105,99 - -~ -
2007 128,904 9,793 - 36,000
Ms Belinda Shave
2006 69,124 - - 24,000
Ot Caroline Herd 2007 135,744 10,774 - 45,000
r Caroline Hen
' 2006 76,037 - - 120,000

Shares Issued to Key Management Personnel on exercise of compensation Options or Rights

30 June 2007

TABLEE Shares issued Paid per share Unpaid per share

Number {$) 3]

Mr Peter Dawson 226,741 $0.00 $0.00

Ms Belinda Shave 9,793 $0.00 $0.00

Dr Caraline Herd 10,774 $0.00 4000

Total 247,308

30 June 2006

No shares were issued to any Key Management Personnel on the exercise of compensation options or rights during the period ended .
30 June 2006. Y
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REMUNERATION REPORT CONTINUED...

COMPANY PERFORMANCE

Metabolic has designed its compensation policies to ensure
significant linkage between rewards and specific achievements that
are intended to improve shareholder wealth. In assessing the link
between company performance and compensation policy, one must
acknowledge that biotechnology companies generally do not make a
profit until a drug is licensed or commercialised, either of which takes
NWMErous years.

Furthermore, the biotechnology sector as a whole is highly volatile,
significantly driven by market sentiment and inherently high risk,
Therefore, the direct correlation of compensation policy and key
financial performance measures such as Total Shareholder Return
(TSR), Net Earnings Per Share or Company Earnings, in the view of
the Board, are inappropriate. As an alternative, key milestones are
a mare meaningful measure of performance to correlate levels of
compensation. These milestones are discrete achievemenits that can
be used to evaluate Metabolic's progress towards commercialising
its drugs.

At this stage of Metabolic's project pipeline, the Company’s annual
expenditure is predominanily impacted by research and development
including the costs associated with clinical trials. The Campany has
not made a profit and therefore no dividends have been dedared,
nor has there been a return of capital since listing. Metabolic's share
price has been driven by speculation in anticipation of results from
clinical trials and is not necessarily indicative of future share price
performance. To accurately assess the Company's performance, one
must assess Metabolic’s key milestones. The milestones are directly
linked to the performance conditions set within the short-term and
long-term incentives that form a significant proportion of Senior
Management compensation. Such milestones typically include:

« commencement and completion of clinical trials on time and on
budget;

» the addition of other preclinical or clinical stage drug candidates
to Metabolic's drug pipeline;

e ensuring sufficient capital resources (through securing
government grants and capital raisings); and
¢ licensing/partnering.

The Board continues to review Metabolic's compensation policy to
ensure competitive and appropriate rewards that will result in greater
shareholder wealth.

BOARD PERFORMANCE

Evaluating Board performance is an important element of the Board's
menitoring role, especially with regard to the long-term growth

of the Company and shareholder wealth. The Board conducts a
comprehensive annual self-evaluation to determine whether the
Board and its Committees are functioning effectively. Metabolic has
four Directors, and accordingly the costs associated with engaging
an external consultant to perform this exercise is not seen to be
beneficial to the Company.

During the period under review each Director was required to
complete a detailed questionnaire regarding roles and responsibilities,
business strategy, senior management and reporting and compliance
systems. The assessmenit dealt with individual performance as well as
the collective performance of the Board and its Committees, including
consideration of the Board’s overall contribution to Metabolic and
identifying areas in which the Board could improve. The Board intends
to employ the same evaluation process in future years,

EMPLOYMENT CONTRACTS

Dr Roland Scollay - Chief Executive Officer

Dr Scoltay served on the Metabolic Board as a non-executive Director
from November 2002, and commenced an ongoing employment
contract as Chief Executive Officer on 1 February 2005. Under the
terms of the present contract:

+  Compensation will be reviewed annually,

«  Dr Scollay may resign from his position and thus terminate his
contract by giving six months written notice;

»  Metabolic may terminate Dr Scollay’s contract by providing
12 months written notice or provide payment in lieu of all or
part of the notice period {based on the fixed component of
compensation), On notice of termination by the Company, any
long-term incentive options and performance rights that have
vested, or will vest during the notice period, may be exercised.
Long-term incentive options that are not vested will be forfeited;

»  Metabolic may terminate the contract at any time without
notice in circumstances that warrant summary dismissal. Where
termination with cause occurs, Dr Scollay is only entitled to that
portion of compensation which is fixed, and only up to the date
of termination; and

+ Performance based cash bonuses of up to 20 percent of fixed
compensation will be paid annually against goals agreed between
Dr Scollay and the Board. A one-off special bonus will be paid
upen signing of a deal with a large pharmaceutical company,
with details and amount to be determined by the Board. Subject
to shareholder approval, Dr Scollay will continue to receive share-
based compensation as a long-term incentive.




Other Key Management Personnel contracts (excluding non-executive Directors)

All ather Key Management Personnel {excluding non-executive Directors) are employed under ongoing employment contracts.

Under the terms of the present contracts:
*  Compensation will be reviewed annually,

*  Resignation requires three months written notice;

«  Metabolic may terminate the contracts by providing six months written notice or provide payment in lieu of all or part of the notice
period {based on the fixed component of compensation). On natice of termination by the Company, any long-term incentive options and
performance rights that have vested, or will vest during the notice period, may be exercised. Long-term incentive options that are not

vested will be forfeited;

«  Performance-based cash bonuses of up to 15 percent of fixed compensation will be paid annually against agreed goals; and

»  Metabolic will continue to provide share-based campensation as a long-term incentive (subject to shareholder approval for executive

Directors).

OTHER INFORMATION

Loans to Directors and Executives

No loans have been made to Directors of Metabolic or to any of the other Key Management Personnel, including their personally related

entities.

Company Secretary

Details of the qualifications and experience of the Company Secretary are set out in the Board of Directors section in this Directors’ Report.

—/

Mr Rob Stewart
Chairman

Roland Scollay
Chief Executive Officer

Melbourne
29 August 2007

This Directors’ Report, incorporating the Corporate Governance Statement and Remuneration Report, has been signed in accordance with
a Resolution of the Directors made on 29 August 2007,
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Notes 30 June 2007 30 June 2006
$ 5

Finance revenue 4(A) 1,373,946 1,080,916
Government grant income 4(B} 53,786 208,625
Other income 4,366 178
Project expense 4(C) {8.630,713) (7,299,424}
Employee benefits expense 4D) (4,193,960} (3,432,840)
Depreciation and amortisation expense 4(£) (298,358} {286,317)
Operating leases 4(F} (137,886) (131,453)
Laboratory expenses {241,616) {252,135)
Other administrative and overhead expenses 4G} (1,336,504) (1,181,419)
Net loss before income tax (13,406,939} (11,293,869}
Income tax expense 5 - -
Net loss attributable to members {13,406,939) (11,293,869}
Basic loss per share (cents per share) 6 {4.57) cents (4.32) cents
6 (4.57) cents (4.32) cents

Diluted loss per share {cents per share)
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Note 30 june 2007 30 June 2006
$ $
CURRENT ASSETS
Cash and cash equivalents 7 20,579,943 23,304,295
Receivables 240,445 342,077
Prepayments 145,374 89,032
Other 9 12,141 12,141
Total Current Assets 20,977,903 23,747,545
NON-CURRENT ASSETS
Available-for-sale financial assets — investment in shares 10 487,500 487,500
Plant and equipment n 551,848 713,456
Total Non-Current Assets 1,039,348 1,200,956
Total Assets 22,017,251 24,948,501
CURRENT LIABILITIES
Trade and other payables 13 949,727 1,947,861
Provisions 14 223,273 201,032
Total Current Liabilities 1,173,000 2,148,893
NON-CURRENT LIABILITIES
Provisions ' 14 56,219 34,994
Total Non-Current Liabilitles 56,219 34,994
Total Liabilities 1,229,219 2,183,887
Net Assets 20,788,032 22,764,614
EQUITY
Contributed equity 15 89,081,446 78,244,479
Reserves 15 1,465,463 872,073
Gains/(losses} on available-for-sale financial assets (12,500} {12,500)
Retained earnings/{Accumulated losses) 15 (69,746,377)  {56,339,438)
20,788,032 22,764,614

Total Equity




Note Issued Capital Retained Other Total
Earnings/ Reserves
(Accumulated
Losses)
$ ] ] $
At 1 July 2006 78,244,479  (56,339,438) 859,573 22,764,614
- Net unrealised gain/{loss) on available-for-sale - - - -
financial assets
- Deferred tax liability adjustment on net unrealised - - - -
loss on available-for-sale financial assets
Total fair value adjustments - - - -
- Total income and expense for the period recognised - - - -
directly in equity
- Profit/{Loss) for the period 15 - (13,406,939) - (13,406,939}
Total income/expense for the period - (13,406,939) - {13,406,939)
— Issue of shares and exercise of optians 15 11,204,869 - - 11,204,869
~ Capitat raising costs recognised in equity 15 (367,902) - - (367,902}
- Share-based payments 15 - - 593,390 593,390
At 30 June 2007 89,081,446  (69,746,377) 1,452,963 20,788,032
At 1 July 2005 61,777,978  (45,045,569) 549,331 17,281,740
— Fair value adjustments to listed investments at - - 62,500 62,500
1 July 2005 on adoption of accounting standard
AASB 139 Finandial Instruments: Recognition and
Measurement
~ Net unrealised gain/(loss} on available-for-sale - - (75,000) (75,000}
financial assets
— Deferred tax liability on fair value adjustments to - - {18,750) {18,750)
fisted investments at 1 July 2005
- Deferred tax liability adjustment on net unrealised - - 18,750 18,750
loss on available-far-sale financial assets
Total fair value adjustments - - (12,500) (12,5000
— Total income and expense for the period recognised - - {12,500 (12,500)
directly in equity
~ Profit/{Loss) for the period 15 - (11,293,869} - (11,293,869}
Total income/expense for the period - (11,253,869} {12,500)  ({11,306,369)
— Issue of shares and exercise of options 15 17,253,726 - - 17,253,726
— Capital raising costs recognised in equity 15 . (787,225) - - (787,225)
~ Share-based payments 15 - - 322,740 322,740
- Consideration paid on grant of options 15 - - 2 2
78,244,479 (56,339,438} 859,573 22,764,614

At 30 Jjune 2006

METABOLIC ANNUAL REPORT 2007




Note 30 June 2007 30 June 2006
$ $

Cash Flows from Operating Activities
Payments to suppliers and employees {(14,876,653) (11,378,510}
Interest received 1,393,932 1,080,563
Receipt of government grants 4(B} 53,786 208,625
Sundry income 4,366 178
Net cash outflows from operating activities 7 (13,424,569) {10,109,144)
Cash Flows from Investing Activities
Payments for plant and equipment H (138,435} (170,778)
Proceeds on Sale of Fixed 'assets 1,685 -
Net cash outflows used in investing activities (136,750} (170,778)
Cash Flows from Financing Activities
Net Proceeds from issue of shares and options 7 10,836,967 16,506,859
Net cash inflows from financing activities 10,836,967 16,506,859
Net increase/{decrease) in cash and cash equivalents (2,724,352) 6,226,937
Cash and cash equivalents at beginning of period 23,304,295 17,077,358
Cash and cash equivalents at the end of period 7 20,579,943 23,304,295




1 CORPORATE INFORMATION

The financial report of Metabolic Pharmaceuticals Limited

(the Company) for the year ended 30 June 2007 was authorised

for issue in accordance with a resolution of the Directors on
29 August 2007.

Metabolic Pharmaceuticals Limited is a company limited by
shares incorporated in Australia whose shares are publicly tra
on ASX Limited (ASX code: MBP).

ded

The Company operates predominantly in one industry and ane

geographica! segment, those being the pharmaceutical and

healthcare industry and Australia respectively. Relevant financial

information is presented in the Balance Sheet and Income
Statement.

2 SUMMARY QOF SIGNIFICANT ACCOUNTING

The financial report is presented in Australian dollars.

The financial statements of the Company have been prepared on
a going concern basis. The Company’s operations are subject to
major risks due primarily to the nature of research, development
and commercialisation to be undertaken. These risks may
materially impact the financial performance and position of the
Company, including the future value of the shares, options and
perfarmance rights issued. The going concern basis assumas that
future capital raisings will be available to enable the Company

1o undertake the research, development and commercialisation
of its projects and that the subsequent commerciafisation of the
developed products will be successful. The financial staternents
take no account of the consequences, if any, of the inability of
the Company to obtain adequate funding nor of the effects of
unsuccessful research, development and commercialisation of
the Company's projects.

POLICIES {B} STATEMENT OF COMPLIANCE
(A) BASIS OF PREPARATION The financial report complies with Australian Accounting
The financial report is a general-purpose financial report, which S}andqrds, whicﬁ include Australian equivalgnts tp tnternational
has been prepaFr]ed in accordance with the requirements 'of the Fmancllal Rgporung Sle!ndard§ (AIF-RS)' The f!nanc'al report also
Corporations Act 2001, applicable Accounting Standards and complies with International Financial Reporting Standards (IFRS).
other mandatory professional reporting requirements, Australian Accounting Standards and Interpretations that have
The f fal t has b d historical cost recently been issued or amended but are not yet effective have
@ Winancial report has been prepared on an historical cos not been adopted by the Company for the annual reporting
basis, except fqr available-for-sale financial assets that have been period ended 30 June 2007, These are outlined in the table
measured at fair value, below.
Reference Title i Summary : Application i Impact on Company financial : Application
: : :date of treport : date for
: istandard* i : Company™*
AASB 2005-10 : Amendments to {Amendments arise i 1 January 2007 : AASB 7 is a disclosure standard so 1 July 2007
* Australian Accounting  : from the release in : : will have no direct impact on the
‘ Standards [AASB 132, | August 2005 of i amounts induded in the Company’s
IAASB 101, AASB 114, : AASB 7 financial : financial report. However, the !
IAASB 117, AASB 133, :linstruments: : amendments will resuit in changes to :
TAASB 139, AASB 1, : Disclosures. : the financial instrument disclosures
{AASB 4, AASB 1023 & tincluded in the Company’s financial
tAASB 1038]) : : report.
AASB 2007-1  Amendments to : Amending standard 1 March 2007 : The Company does not enter into 1 July 2007
: Australian Accounting :issued as a : : Group or Treasury share transactions :
: Standards arising from : consequence of is0 the standard is not expected to  :
! AASB Interpretation 11 : AASB Interpretation - have any impact on the Company's
([AASE 2] : 11 AASB 2 — Group i financial report impact.
: iand Treasury Share ’
: Transactions. : :
AASB 2007-2  : Amendments to ' Amending standard 1 lanuary 2008 : As the Company currently hasno i1 July 2008

§Australian Accounting Jissued as a

: Standards arising from : consequence of AASB
i AASB Interpretation Interpretation 12

112 [AASB 1, AASB 117, : Service Concession
tAASB 118, AASB 120, : Arrangements.
IAASB 121, AASB 127, :

AASB 131 & AASB 139):

! service concession arrangements or

: public-private-partnerships (PPP), it is :
: expected that this Interpretation will
: have no impact on the Company’s

: financial report.
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'.,_.,,.s"‘% 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continuep...
{B) STATEMENT OF COMPLIANCE CONTINUED...
Reference  :Title  iSummary  Application | Impact on Company financial | Application
: {date of ireport i date for
: :standard* Company*
AASB 2007-3  :Amendments to : Amending standard : 1 January 2009 : AASB 8 is a disclosure standard so i 1 July 2009

KA AASB 8 [AASB 5, AASB : AASB 8 Operating : financial report. However the new
S 16, AASE 102, AASB Segments. I standard is expected to have an
- 1107, AASB 119, AASB {impact on the Company's segment
M 1127, AASB 134, AASB : disctosures as segment information
T 1136, AASB 1023 & : based on management reports are
WL T AASB 1038) i more detailed than those currently
: : reported under AASB 114. The effect
fof the impact of this new standard is :
- : : ! yet to be determined. :
‘.}*z-ﬁf N AASB 2007-4 { Amendments to : : Amendments arising i July 2007 : : These amendments may reduce the l July 2007
SN ; Australian Accounting  : as a result of the : extent of some disclasures in the :
- : Standards arising from : AASB dedisions that, : Company's financial repart,
:ED 151 and Other ‘in principle, all options : :
: Amendments [AASB  :that currently exist
:1,2,3,4,5,6,7 102, {under IFRSs should
$107, 108, 10, 112, 114, : be included in the
1116, 117, 118, 119, 120, : Australian equivalents
1121, 127, 128, 129, i to IFRSs and additional
: 130, 131, 132, 133, 5Au5tralian disclosures
1134, 136, 137, 138, : should be eliminated,
139 141, 1023 & 1038] ; other than those now !
: consrdered particularly :
‘relevant in the :
EAustralian reporting
A : environment
o AASB 2007-5 Amendments to ThlS standard makes 1 luly 2007 Thls amendment only relates to 1 July 2007
. _Austrahan Accounting .amendments to AASE i Non-for~Profit entities and as such is |
) i Standard ~ Inventories ' 102 inventories, ' not expected to have any impacton @
i * Held for Distribution by : : the Company's financial report.
: : Non—for-Profit Entities : ;
§ :{AASB 102}
i i AASB 2007-6 | Amendments to : Amending 11 January 2009 ¢ The amendments to AASB 123 1 July 2009
pria : Australian Accounting : standard issued as i require that all borrowing costs :
3 : Standards arising from : a consequence of + associated with a qualifying asset
by TAASB 123 [AASB : revisions to AASB 123 ‘be capitalised. The Company has
i i1, AASB 101, AASB  } Borrowing Costs. i no borrowing costs associated with
" B 1107, AASB 111, AASB : qualifying assets and as such the
pie s : 116, & AASB 138 and : amendments are not expected to
8 finterpretations 1 & 12] : have any impact on the Company's
g j j : financial report.
AASB 2007-7 | Amendments to : Amending standards ;1 july 2007 : The amendments are minor and 1 July 2007

"4z

: Australian Accounting
: Standards arising from

: Australian Accounting
i Standards [AASB 1,
{AASB 2, AASB 4, AASB : inconsistencies,
15, AASB 107 & AASB
1128]

lissued as a
: consequence of

: for wording errors,
: discrepencies and

: will not have a direct impact on the
: amounts included in the Company’s

i do not affect the recognition,
: measurement or disclosure
! requirernents of the standards.

: Therefore the amendments are not
:expected to have any impact on the
:Company’s financial report.



2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continuep...
(B) STATEMENT OF COMPLIANCE conTinuED...

Reference Title i Summary i Application ! Impact on Company financial i Application
o : : date of ireport’ idate for
i istandard* ! i Company*
AASB 7 éFinancia! Instruments. - ENew standard i1 January 2007 : Refer to AASE 2005-10 above. 1 July 2007
: Disclosures t replacing disclosure : : :
: i requirements of AASB
: 130 Disclosures in the
i Finance Statements
: of Banks and Similar
: Financial Institutions
tand AASB 132 Financial -
HInstruments: Disclosure
: and Presentation. ) )
AASB 8 : Operatmg Segments i New standard replacmg 1 January 2009 : Refer to AASB 2007-3 ahove. 1 July 2009
: {AASB 114 Segment | : :
: Reporting, which :
: adopts a management
{approach to segment |
treporting. :
AASB 101 Presentauon of : Amendments arise 1 January 2007 i The changes to AASB 101 will have 1 July 2007
: ! Financial Statements §from the release in ; i no impact on the financial report. :
: : Octoher 2006 as a :

AASB 123 Sorrowrng Costs
{amended) :

AASB : Interim Financial
Interpretation  : Reporting and
10 : Impairment
1 ¥ R H &
LI N ' ' .

: consequence of ED148 :
: Proposed Amendments |
i to AASB 101. :

! The amendmentsto  : 1 January 2009 : Refer to AASB 2007-6 above. i1 July 2009
{ AASB 123 require that : : :

: all borrowing costs

tassociated with a

i qualifying asset must

: be capitalised.

: Addresses an *1 November  : The prohibitions on reversing 21 July 2007
i inconsistency between 2006 i impairment losses in AASB 136 :

: AASB 134 Interim : :and AASB 139 which are to take

: Financial Reporting : i precedence over the more general

:and the impairment |  statemnent in AASB 134 are not

i requirements relating  : *expected to have any impact on the

: to goodwill in AASB Company’s financial report,

$136 Impairment of

: Assets and equily
tinstruments classified
! as availabfe for

tsale in AASB 139

: Financial instruments:
} Recognition and

: Measurement.
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Reference Tltle

AASB AASB 2 - Group
Interpretation  :and Treasury Share
il : Transactions
AASB ! Service Concession
Interpretation  : Arrangements
12 :

"t IFRIC i Customer Loyalty

: Interpretation  : Programmes

13 :

sV E
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= Interpretation  : Ceiling: Availability

\ 14 ' of Economic Benefits

o { and Minimum Funding
! Requirements

BT T e

23
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! Clarifies how

: operators recognise

i the infrastructure as a

: financial asset and/or

i an intangible asset

i - not as property, plant
: and equ:pment

: Deals with the
: accounting for
: customer loyalty
: programmes, which are !
i used by companiesto :
: provide incentives to
: their customers to buy :
i their products or use !
: gthelr serwces
1145 19~ The Asset | Aims to clanfy how to
: determine in normal
: circumstances the limit :
i on the asset that an
: employer's balance
: sheet may contain in
: respect of its defined
: benefit pension plan.

YR INE TEAR ENUEL? JU JUIRE cUV/ ILUNTIRULL)

Summary
:date of
istandard*
Addressed whether 1 March 2007

: certain types of

i share=based payment

! transactions with

: employees (or other

: suppliers of goads

: and services) should

: be accounted for

: as equity—settled

$ or as cash-settled

{ transactions under

T AASB 2 Share-

: based Payment. It

 also specifies the

: accounting in a

: subsidiary's financial

: statements for

: share~based payment

: arrangements invalving
i equity instruments of
: the parent.

: Refer to AASB 20072 above.

1 January 2008

*designates the beginning of the applicable annual reporting period

:impact on Company financial
ireport

. §Applicati-on.m

: The Company does not have any

‘ customer loyalty programmes and

: as such this interpretation is not

‘ expected 10 have any impact on the
: Company's financial report.

Ciluy2008

: The Company does not have a
:defined pension plan and as such this :
:interpretation is not expected to have :
i an impact on the Company’s fmannal
:report,

1 lanuary 2008

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continueb...
(B) STATEMENT OF COMPLIANCE coNTINUED..

Application
date for

Refer to AASB 2007-1 above.

£1 July 2007

1 July 2008

f1July2008

1 July 2008




{C) SIGNIFICANT ACCOUNTING JUDGEMENTS,
ESTIMATES AND ASSUMPTIONS

Share-based payment transactions

The Company currently provides benefits to employees
(including Execurtive Directors) in the form of share-based
paymant transactions, whereby employees render services
in exchange for shares or rights over shares {"equity-settied
transactions').

There are currently two plans in place to provide these benefits:

(i) the Metabolic Employee Share Option Plan; and
(i) the Metabolic Performance Rights Plan.

Information relating to the Company's share~based payment
plans is set out in note 12 and the Remuneration Report section

of the Directors' Report.

The cost of these equity—settled transactions with employees
is measured by reference to the fair value at the date at which
they are granted. The fair value of the options issued under the
Metabolic Employee Share Option Plan is determined by using
a binomial model. The fair value of performance rights issued
under the Metabolic Performance Righits Plan is determined

by using a Barrier “Up and Call" Option Pricing Model or the
market share price on the date of grant for those performance
rights subject to a market condition and a Black-5choles/
Merton or Binomial Distribution Option Pricing Model for those
performance rights with non—market performance conditions.

In determining the fair value of equity-settled transactions,
no account is taken of any performance conditions, other
than conditions linked to the price of the shares of Metabolic
Pharmaceuticals Limited (‘market conditions’).

The cost of equity-settled transactions is recagnised, together
with a corresponding increase in equity, over the period in which
the performance conditions are fulfilled, ending on the date on
which the relevant employees becorne fully entitled to the award
{'final vesting date"}.

The cumulative expense recognised for equity-settled
transactions at each reporting date until vesting date,

reftects the extent to which the vesting period has expired.

No adjustment is made for the likelihood of market performance
conditicns being met as the effect of these conditions is
included in the determination of fair value at grant date.

No expense is recognised for awards that do not ultimately vest,
except for awards where vesting is conditional upon a market
condition.

(D) PLANT AND EQUIPMENT

Plant and equipment is stated at ¢ost Jess accumulated
depreciation and any impairment in valua. Depreciation is
calculated on a straight-line basis over the estimated useful kife

of the asset as follows:
Office equipment - 3to 10 years

Laboratory plant and equipment -~ S years

(E) PLANT AND EQUIPMENT IMPAIRMENT

impairment

The carrying values of plant and equipment are reviewed for
impairment at each reporting date, with recoverable amount
being estimated when events or changes in circumstances
indicate that the carrying value may be impaired.

The recoverable amount of plant and equipment is the higher
of fair value less costs to sell and value in use. In assessing value
in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects current
market assessments of the time value of maney and the risks
specific to the asset,

For an asset that does not gererate largely independent

cash inflows, recoverable amount is determined for the cash
generating unit to which the asset belongs, unless the asset's
value in use can be estimated to be close to fair value.

An impairment exists when the carrying value of an asset
exceeds its estimated recoverable amount, The asset is then
written down to its recoverable amount. Impafrment losses
are recognised in the income statement,

Derecognition and disposal

Plant and equipment is derecognised upon disposal ar when

no future economic benefits are expected to arise from

the continued use of the asset. Any gain or loss arising on
derecognition of the asset {calculated as the difference between
the net disposal proceeds and the carrying amount of the item)
is included in the income statement in the period the item is
derecognised.

RESEARCH AND DEVELOPMENT COSTS

Research and patent costs are expensed as incurred.

An intangible asset arising from development expenditure

on an individual project is recognised only when the Company
can demonstrate the technical feasibility of completing the
intangible asset so that it will be available-for-use or sale,

No development expenditure has been carried forward.

(G) INVESTMENTS AND OTHER FINANCIAL ASSETS

Available-for-sale investments

After initial recognition, investments which are classified as
available-for-sale are measured at fair value, For investments
that are actively traded in organised financial markets, fair value
is determined by reference to Stock Exchange quoted market
bid prices at the close of business on the balance sheet date.
Gains or losses on available-for-sale investments are recognised
as a separate component of equity until the investment is sold,
collected or otherwise disposed of, or until the investment is
determined to be impaired, at which time the cumulative gain
or loss previously reported in equity is included in the income
statement.

(F)
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2 SUMMARY OF SIGNIFICANT ACCOUNTING {N) TRADE AND OTHER PAYABLES

POLICIES conminuen...

(H)Y IMPAIRMENT OF INVESTMENTS AND OTHER
FINANCIAL ASSETS
If there is objective evidence that an available-for-sale

investment is impaired, an amount comprising the difference
between its costs and its current fair value, less any impairment

Trade payables and other payables are carried at amortised
cost and represent liabilities for goods and services provided

to the Company prior ta the end of the financial year that are
unpaid and arise when the Company becomes obliged to make
future payments in respect of the purchase of those goods and
services. The amounts are unsecured and are normally settled
on 30-day terms.

loss previously recognised in profit or loss, is transferred from (O) INCOME TAX

equity to the income statement,

(I) CASH AND CASH EQUIVALENTS

Cash at bank and short-term deposits mature in three months
or less and are stated at nominal value,

{J) EMPLOYEE LEAVE BENEFITS

Liabilities for wages, salaries and annual leave expected to be
settled within 12 months of the reporting date and pro-rata
long service leave for employees with over seven years of
service, are recognised in current liabilities provisions in respect
of employees' servicas up to the reporting date. Wages,
salaries, annual leave and long service leave are measured at the
amounts expected to be paid when the liabilities are settled.

Liabilities for pro-rata long service leave for employees with
less than seven years of service are recognised in non-current
liabilities provisions and measured at the present value of
expected future payments to be made in respect of services
provided by employees up to the reporting date, in determining

Deferred income tax is provided on all temporary differences
at the balance sheet date between the 1ax bases of assets and
liabilities and their carrying amounts for financial reporting
purposes.

Deferred income tax assets are recognised for all deductible
temporary ditferences, and the carry-forward of unused tax
assets and unused tax fosses, to the extent that it is probable
that taxable profit will be available against which the deductible
temporary differences, and the carry—forward of unused tax
assets and unused tax losses can be utilised.

Deferred income tax assets and liabilities are measured at the
tax rates that are expected to apply to the year when the asset
is realised or the liability is settled, based on tax rates {and tax
laws) that have been enacted or substantively enacted at the
balance sheet date.

Income taxes relating to items recognised directly in equity
are recognised in equity and not in the income statement.

the present value of future cash outflows, the market y!E’d as at (P) GOODS AND SERVICES TAX (GST)

the reporting date on national government bonds, which have
terms to maturity approximating the terms of the related liability,
are used.

(K} OPERATING LEASES
The minimum lease payments of operating leases, where the
lessor effectively retains substantially alt of the risks and benefits
of ownership of the leased items, are recognised as an expense
in the income statement on a straight-line basis over the lease
term.

(L} REVENUE RECOGNITION

Reverue is recognised to the extent that it is probable that the
economic benefits will flow to the entity and the revenue ¢an
be reliably measured.

For interest revenue, the specific recognition criteria that must
be met before revenue is recognised is the control of the right
to receive the interest payment,

Interest receivable, being interest accrued, and GST recoverable

are recorded at amortised cost and due to the short-term nature
of these receivables they equate to face value,

- {M) GOVERNMENT GRANTS

Government grants are recognised at their fair value where there
is reasonable assurance that the grant will be received and alt
attaching conditions have been complied with,

Revenues, expenses and assets are recognised net of GST
except:

« where the GST incurred on a purchase of goods and services
is not recoverable from the taxation authority, in which case
the GST is recognised as part of the cost of acquisition of the
asset or as part of the expense item as applicable; and

« receivables and payables are stated with the amount of GST
{if any) included.

The net amount of GST recoverable from, or payable to, the
taxation authority is included as part of receivables or payables
in the Batance Sheet. Cash flows are included in the Statement
of Cash Flows on a gross basis (i.e. including GST) and the GST
component of cash flows arising from investing and financing
activities, which is recoverable from, or payable to, the taxation
authority are classified as operating cash flows. Commitments
and contingencies are disclosed exclusive of the amount of GST
recoverable from, or payable to, the taxation autherity.




(Q) EARNINGS PER SHARE (EPS) (S) FINANCIAL INSTRUMENTS INCLUDED IN EQUITY T 1
.!h ‘

Basic EPS is calculated as net profit/(loss) attributable to Ordinary share capital bears no special terms or conditions
members, adjusted to exclude costs of servicing equity {other affecting income or capital entitlerments of the shareholders.

than dividends), divided by th ighted average number of
v, dvided by the weighted average humber o (T) FOREIGN CURRENCY TRANSLATION

Diluted EPS is calculated as net profit/{loss) attributable
to members, adjusted for;

Foreign currency items are translated to Australian currency on
the following basis:

= Transactions are converted at exchange rates approximating
those in effect at the date of the transaction; and -
» Foreign currency monetary itemns that are outstanding at the T
reporting date are translated using the spot rate at the end of .
the financial year.

+ costs of servicing equity (ather than dividends);

* the after-tax effect of dividends and interest associated
with dilutive potential ordinary shares that have been
recognised as expenses; and

+ other non-discretionary changes in revenues or expenses
during the period that would result from the dilution of Exchange differences relating to monetary items are included in
potential Ordfnary Shafes. the Income Statement.

divided by the weighted average number of ordinary shares and (U} COMPARATIVES

dilutive potential ordinary shares. .
Where necessary, comparatives have been reclassified and

As the Company incurred a loss for the period under review repositioned for consistency with current year disclosures,
and in the prior year comparison, potential ordinary shares,

being options and performance rights to acquire ordinary shares, 3 SEGMENT INFORMATION

are considered non~dilutive and therefore not included in the
diluted earnings per share calculation.

The Company operates predominantly in one industry and one
geographical segment, those being the pharmaceutical and
(R) CONTRIBUTED EQUITY healthcare industry and Australia respectively. Relevant financial

Ordinary shares are classified as equity and recognised at information is presented in the Balance Sheet and Income Statement. NP

the fair value of the consideration received by the Company.
Any transaction costs arising on the issue of ordinary shares
are recognised directly in equity as a reduction of the share

proceeds received. . ’
30 June 2007 30 June 2006 :
3 $
4 REVENUES AND EXPENSES
(A) REVENUE
Finance reventre 1,373,946 1,080,816
Details of finance revenue:
Term deposit interest 1,325,330 1,030,173
Grant account interest 8,345 8,792
Bank account interest 40,271 40,951
1,373,946 1,080,916
(B) GOVERNMENT GRANT INCOME
Government grants 53,786 208,625

An Export Market Development Grant of $62,144 has been received fram the government. There are no unfulfilled conditions or
contingencies attaching to this grant. Also, the sum of $8,358 was repaid to the government relating to the Commercial Ready Grant
funding of $208,625 received in the previous year. The Company did not benefit directly from any other forms of government assistance,
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Note 30 June 2007 30 June 2006
3 $
4 REVENUES AND EXPENSES conmwuep...
(C) PROJECT EXPENSE
(1) Preclinical expense
(i) ACV1 - Neuropathic Pain {115,499) {154,431)
(il AOD9604 — Obesity (715,128) (213,305)
(iii) Other projects (467,195) {167,807}
{1,297,820) (535,543)
(2) Clinical Trials expense
(i) ACV1 - Neuropathic Pain (1,518,090} (674,245)
(i} AOD3604 — Obesity {3,123,505) (3,829,140)
(iiiy Other projects {(28,560) -
(4,670,155) (4,503,385}
(3) Formulation & Manufacture experse
(i) ACV1 - Neuropathic Pain (962,422) {304,988)
(i} AOD9604 — Obesity {122,565} (694,182)
{iii} Other projects (204,573) {30,272)
(1,289,560} (1,029,442)
(4) Miscellanecus project expense
{i} ACV1 -~ Neuropathic Pain (775,645) (560,772)
(i} AQD9604 - Obesity (496,308} (646,995)
(iiiy Other projects (101,225) (23,287)
{1,373.178) (1,231,054)
Total project expense
{i) ACV1 - Neuropathic Pain (3,371,656) {1,694,436)
(ii) AOD9604 - Obesity (4,457,504) (5,383,622)
(iti) Other projects (801,553} (221,366)
(8,630,713) (7,299,424)
(D) EMPLOYEE BENEFITS EXPENSE
Wages and salaries (3,189,123) (2,714,764)
Superannuation (199,586} {239,071)
Share-based payment expense 12B (593,390) {282,384)
Directors' fees (168,395) (152,860}
Long service leave provision ~ 14(B)& {(C) (35,664} {59,532)
Annual leave provision 14(A) (7.802) 15,771
(4,193,260} (3,432,840)
(E) DEPRECIATION AND AMORTISATION EXPENSE
Depreciation — office equipment (61,777) (55,813}
Depreciation - taboratory equipment (236,581) {230,504}
(298,358} (286,317)




Note 30 June 2007 30 June 2006
$ '
{F) RENTAL EXPENSE RELATING TO OPERATING LEASES
Minimum lease payments — Laboratory {57,886} {51,453}
Minimum lease payments — Administration (80,000} (80,000)
(137,886) (131,453)
(G) OTHER ADMINISTRATIVE AND OVERHEAD EXPENSES
Listing fees (44,612) {47,433)
Insurances (99,495} (107,972}
Accounting and Audit Fees {56,132} {45,500}
Investor Relations & Share Registry expenses (320,363} {214,997}
Other (815,902) (765,517}
(1,336,504} 1,181,419}
5 INCOME TAX
{A) RECONCILIATION OF INCOME TAX EXPENSE
TO PRIMA FACIE TAX PAYABLE
Net Loss before income tax expense {13,406,939) {11,293,869)
Prima facie tax calculated at 30% (2006: 30%) (4,022,082} (3,388,161}
Tax effect of amounts which are not deductible:
- Entertainment 3,273 713
- Share—based payments 178,017 84,715
Effect of tax concession for Research and Development {1,191,350) (719,059}
{5,032,142) {4,021,792)
Current year tax losses not brought to account 5,004,590 4,001,880
Current year temporary differences not brought to account 27,552 15,912
Income tax expense - -
{B) DEFERRED TAX ASSETS NOT BROQUGHT TO ACCOUNT
Unused tax losses for which no deferred tax asset has been recognised 82,140,756 64,306,416
Deductible temporary differences ~ no deferred tax asset has been recognised 1,804,882 1,634,336
Prior year under/over accrual - 884,124
83,945,638 66,824,876
25,183,692 20,047,463

Potential tax benefit at 30%

This benefit of the tax losses will only be realised if:

{i) the Company derives future assessable income of a nature and amount sufficient to enable the benefit of the taxation deductions

to be realised;

(i) the Company continues to comply with the conditions for deductibility imposed by law; and
(iii} there are no changes in taxation legislation adversely affecting the Company in realising the benefit.
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JTEAR ENDED 50 JUNE 2007 (CONTINUED)

AT

¢

’

30 June 2007 30 June 2006
s $

6 EARNINGS PER SHARE (EPS)
Basic EPS amounts are calculated by dividing the net loss for the year by the weighted average number of ordinary shares outstanding
during the year.

Diluted EPS amounts are calculated by dividing the net loss for the year by the weighted average number of ordinary shares outstanding
during the year plus the weighted average number of ordinary shares that would be issued on the conversion of all the dilutive potential

ordinary shares into ordinary shares.

Basic EPS:
- 30 June 2007 {4.57) cents per share
— 30 June 2006 (4.32) cents per share
Diluted £PS:
- 30 June 2007 (4.57) cents per share
- 30 June 2006 (4.32) cents per share

The following reflects the income and share data used in the catcutation
of basic and diluted EPS:

Net loss used in calculating basic and diluted EPS {313,406,939) (%$11,293,869)

Weighted average number of ordinary shares on issue

used in the calculation of basic EPS 293,141,502 261,299,794

Effect of dilutive securities:

1,644,340 459,334

Share options
Performance rights

Potential ordinary shares that are not dilutive and are excluded
from the calculation of diluted EPS

As the Company has incurred a net loss for the years ending 30 June 2007 and 30 June 2006, potential ordinary shares, being options and
performance rights 1o acquire ordinary shares, are considered non-dilutive and therefore not included in the difuted EPS calculation.

ik

8,250,888 11,933,628

g et s g

T

Any further transactions involving ordinary shares or potential ordinary shares between the reporting date and the date of completion of
these financial statements are detailed in the table contained in Note 15.
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30 June 2007 30 June 2006

s $
7 CASH AND CASH EQUIVALENTS
RECONCILIATION OF CASH AT THE END OF THE YEAR
Cash at bank and in hand (i) * 629,943 254,295 §
Short-term deposits (i) 19,950,000 23,050,000 K
20,579,943 23,304,295 arr

(i) Cash at bank earns interest at floating rates based on daily bank deposit rates.

{ii) Short-term deposits mature within 27 and 91 days and have interest rates between 5.7% and 6.5% (2006: short-term deposit rates )
between 5.0% and 6.0%). L.
ot

For the purposes of the Cash Flow Statement, cash and cash equivalents comprises cash at bank and investments in short-term deposits
as listed above. The Company has no borrowings.

RECONCILIATION QF NET LOSS AFTER INCOME TAX TQ NET CASH FLOW FROM OPERATING ACTIVITIES IR

Net Loss attributable to members (13,406,939) (11,293,869)

Adjustments for non-cash items:

Depreciation 298,358 286,317 ‘
Share-based payment expense 593,390 282,384 E
Change in assets and liabilities during the financial year:
{Increasel/decrease in interest receivable 18,986 (20,353} '—' .
{increase)/decrease in prepayments {56,342) 30,262 ‘ * ,:!':-F'f
(Increase)/decrease in other assets 81,646 (173,277) not
Increase/{decrease) in payables (998,134) 735,631 O :
43,466 43,761 P

Increase/(decrease) in employee provisions

Net cash outflows from operating activities (13,424,569) (10,109,144)

DISCLOSURE OF FINANCING ACTIVITIES
The net proceeds from issue of shares and consideration paid on issue and exercise of employee options during the year ended
30 June 2007 was $10,836,967:

s No. of shares
Issued

Private Placement of ordinary shares 1o institutional and professional investors 10,500,000 14,583,333

Options converting to ordinary shares (MBPAW) 704,869 1,281,581 .

Performance Rights converting to ordinary shares (MBPAA) - 99,064 :.

Performance Rights converting to ordinary shares (MBPAB) - 166,680 ¢ . #

Total Proceeds/Total shares issued during the year 11,204,869 16,130,658 i r:

Capital raising costs recognised as a reduction to equity (367,902) ~ k

Net cash inflows from financing activities/Shares issued 10,836,967 16,130,658 :C . ‘"\{
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30 June 2007 30 June 2006
$ $
8 RECEIVABLES (CURRENT)
Interest receivable 75,234 95,220
GST recoverable 165,211 246,857
240,445 342,077
9 OTHER CURRENT ASSETS
Security deposits 12,141 12,141
10 AVAILABLE-FOR-SALE FINANCIAL ASSET
At beginning of year 487,500 500,000
Adjustment on adoption of AASB139 on 1 July 2005 - 62,500
Net unrealised gain/{loss) - (75,000}
Balance at end of year 487,500 487,500

The sum of $500,000 was paid in December 2004 by way of subscription monies for 1,250,000 shares at $0.40 per share in the initial
public offering of Neuren Pharmaceuticals Limited (ASX Code: NEU)} which were subsequently issued on 28 January 2005,

Available-for-sale investments consist of investments in ordinary shares and therefore have no fixed maturity date.

11 PLANT AND EQUIPMENT

OFFICE EQUIPMENT

(i) Cost
Opening balance 335,259 285,813
Additions 71,531 49,446
Disposals (7.415) -
Closing balance 399,375 335,259
(ilfAccumulated Depreciation
Opening balance {205,965} (150,i52)
Depreciation for the year {56,047) (55,813)
Closing balance {262,012) (205,965}
Net Book Value — Office Equipment 137,363 129,294
ik
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30 June 2007 30 June 2006
$ $

LABORATORY PLANT AND EQUIPMENT

(i) Cost X
Opening balance 1,232,363 111,031 f'
Additions 66,904 121,332
Closing balance 1,299,267 1,232,363 N

(ii) Accumulated Depreciation

Opening balance {648,201) (417,697) _ "
Depreciation for the year {236,581} {230,504) C
Closing balance (884,782} (648,201)

Net Book Value - Laboratory Plant and Equipment 414,485 584,162

Net Book Value - Plant and Equipment 551,848 713,456

A review of the carrying values of plant and equipment for impairment determined that there is no indication that the carrying values ,
may not be recoverable.

12 SHARE-BASED PAYMENTS - .

A. EMPLOYEE SHARE-BASED PAYMENT PLANS

The Company currently provides benefits to employees (including Executive Directors) in the form of share-based payment transactions,
whereby employees render services in exchange for shares or rights aver shares (equity-settled transactions). There are currently two plans in
place to provide these benefits:

(i} the Metabolic Employee Share Option Plan; and
(ii) the Metabolic Performance Rights Plan,
The cost of these equity-settled transactions with employees is measured by reference to the fair value at the date at which they are granted.

The cost of equity-setiled transactions is recognised, together with a corresponding increase in equity, over the period in which the
performance conditions are fulfilled, ending on the date on which the relevant employees become fully entitled to the award (‘vesting date’).

The expense recognised in the Income Statement in refation to share-based payments is disclosed in note 4(D) and 128.
(i) EMPLOYEE SHARE OPTION PLAN

In February 2000, the Company established the Metabolic Employee Share Option Plan where the Company may, at the discretion of
management, grant options over the ordinary shares of Metabolic Pharmaceuticals Limited to Directors, Executives and members of staff
of the Company. The opticns, issued for nominal consideration, are granted in accordance with performance guidelines established by the
Directors of Metabolic Pharmaceuticals Limited, although the management of Metabolic Pharmaceuticals Limited retains the final discretion
on the issue of the options. The options are issued for varying terms ranging from 54 to 59 months and are exgrcisable on vesting dates
between the date of grant and expiry date. .

Options issued pursuant to the Metabalic Employee Share Option Plan will not be listed on ASX Limited (ASX). Application will be made to list
the shares issued on the exercise of the aptions on the ASX and such shares will rank equally with other ordinary shares of the Company.

The fair value of the options issued under the Metabolic Employee Share Option Plan is determined by using a binomial approximation model.
This model takes into account, as at grant date, the exercise price and expected life of the option, the vesting criteria, the current price of

the underlying share and its expected volatility, expected dividends and the risk-free interest rate for the expected life of the option. These
options, issued pursuant to the Metabalic Employee Share Option Plan, have an expiry date between 54 and 59 months from grant, generally
with staggered vesting terms based on anniversary periods. The option-pricing model values each of these vesting portions separately.

Lot LI I
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12 SHARE-BASED PAYMENTS conTivuep..,

A. EMPLOYEE SHARE-BASED PAYMENT PLANS conTinuED...
(i) EMPLOYEE SHARE CPTION PLAN CONTINUED,..
The following table lists the inputs to the mode! for options granted:

Date Options Granted

1Feb2006 1Nov2005 23Dec2003 22Nov2002 14Dec2001 11 Dec 2000

Binomial Option Pricing
Mode{ Variables

Exercise price $1.50 $1.00 $1.00 $0.90 $0.90 $0.80
Risk-free interest rate 5.30% 5.39% 5.56% 5.22% 5.33% 5.40%
Volatility 56.40% 56.52% 35.00% 35.00% 35.00% 35.00%
Expiry date 1 Jan 2011 10ct2010 23 Nov2008 22 Oct 2007 14 Nov 2006 11 Nov 2005
Dividend yield - - - - - -
Average fair value per option (cents) 10.95 21.30 26.00 16.00 18.00 7.80
Optiong granted dyring the vear ended 30 Jupe 2007
There were no options granted during the current year.
Information with respect 1o the number of options granted under the Metabolic Employee Share Option Plan is as follows:
(a} Employee Options over Ordinary Shares (No. of Options) at 30 June 2007
Date of Issue 102106 W05 2312703 170N 22102 W2 Total
ASX Code (unlisted options) MBPAQ MBPAQ MBPAQ MBPAQ MBPAQ MBPAQ
On issue at beginning of the year 1,000,006 500,000 479,500 150,000 150,000 249,900 2,529,800
Issued during the year - - - - - - -
Exercised during the year - - - - - - -
Cancelled/Forfeited during the period - - - - ~ (249,900}  (249,900)
On issue at balance data 1,000,000 500,000 479,900 150,000 150,000 - 2,279,900
Issued subsequent to balance date - - - - - - -
Exercised subsequent to balance date - - - - - - -
Cancelled subsequent to balance date - - - - - - -
Oniissue at date of Directors’ Report 1,000,000 500,000 479,900 150,000 150,000 - 2,279,900
Current number of recipients 1 i 5 2 1 1
Exercise price $1.50 $1.00 $1.00 90¢ 90¢ 90¢
Exercise period:  From 01/02/06 01/11/05 23/12/04 17/01/04 22M1/03 14/12/02

To 01/ DI10M0 2311408 17/12/07 2210407 14/11/06

Expiration date [FRE PR 01N0AD 2308 17742407 2210407 14111406

The following proportions vest
from the dates shown; ' 35%  01/02/06
' 35%  D1/02/07
30%  01/02/08

20% 23/12/04 17/01/04 22/1/03 14/12/02
20% 23/12/05 17/01/05 22/11/04 14/12/03
30% 23/12/06 17/01/06 22111/05 14/12/04
30% 23/12/07 17/01/07 2211/06 14/12/05
100% 01/11/05
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(b} Information relating to Options exercised by employees during the year ended 30 June 2007
There were no options exercised by employees of the Company during the year ended 30 june 2007,

(¢} Employee O_ptions over Qrdinary Shares (No. of Options) at 30 tune 2006

Date of Issue
ASX Code (unlisted optiens)

On issue at beginning of the year
Issued during the year
Exercised during the year (d)
Cancelled/Forfeited during the period
On issue at balance date
Issued subsequent 1o balance date
Exercised subseguent 1o balance date
Cancelled sybsequent to balance date
On issue a1 date of Directors’ Repory
Current number of recipients
Exercise price
Exercise period:  From

Ta
Expiration date

The following proportions vest
from the dates shown: 35%

35%
30%
20%
20%
0%
30%
100%

1/02/06 11708 23M12/03 23/103  ATQ1/03 22111102 141201 25005/ NMA200 Total
MBPAQ  MBPAQ  MBPAQ MBPAS MBPAQ  MBPAQ MBPAQ MBPAQ  MBPAQ
- - 579900 1,130,769 264,000 150,000 249,900 80,000 250,000 2,704,569
1,000,000 500,000 - - - - - - - 1,500,000
- - - (4B4,615) - - - - - {484,615}
- - {100,000} (646,154} {114,000) - - (80,0000 (250,000} (1,190,¥54)
1,000,000 500,000 479,300 - 150,000 150,600 249,900 - - 2,529,800
1,000,000 S00,000 479,300 - 130,000 150,000 249,900 - - 2,529,800
1 1 5 - 2 2 1 - -
$1.50 $1.00 $1.00 55¢ 90¢ 90¢ 90¢ 80¢ 80¢
01/02/06  OVI1/05  23/12/04  23/07/03  12/01/04  22M1/03  14/12/02  25/05/02  11/12/00
0oy DIADAD 2311708 3109/05  12AZ0% 2210/07  AAV0E 25/04/06 1AN05
01/01/11  ©1A10A10  23/1Y/08  31/07/05  17N2/07  2210/07  14A11/06  25/04/06  11/11/05
01/02/06
ouquar
01/02/08
2312104 17/01/04  22/1/03  14112/02  25/05/02 1112/
2312705 12/01/05  22/M1/04  14/12/03  25/05/03  1/12/02
2312/06 170408 22/10S 141104 25/05/04  WWA2/03
2312/07 17/01/07  22/1/06  14/12/05  25/05/05 11/12/04
01/11/05 23/07/03

{d) Information relating to Options exercised by employees during the year ended 30 June 2006

Number of shares issued

Issue date: 31/07/05
Exercise Price paid by

Employees

Issue date: 31/07/05

Value of shares issued
Issue date: 31/07/05

1/02/06 1711105
MBPAQ  MBPAQ

23/12/03
MBPAQ

2377103
MEBPAS

484,615

$256,538

$324,692

1770103

22/11/02

14/12/01

MBPAQ  MBPAQ  MBPAQ

25/05/01  11/12/00
MBPAQ  MBPAQ

The value of shares issued during the reporting period is estimated to be the market price of shares of Metabolic Pharmaceuticals Limited on ASX Limited as at close of

trading on the respective issue dates.

METABOLIC ANNUAL REFQRT: 2007,

. 55




o
.
e

o

1
;j
-1

Y P:‘

,L.“r‘h‘_ "

diry A

+

- sy,

%

(e

e

Tooms

o
.
4% g

e

ROY
L
P

i

w

12 SHARE-BASED PAYMENTS conTinueD...

A. EMPLOYEE SHARE-BASED PAYMENT PLANS conTiNuED...
{ii) EMPLOYEE PERFORMANCE RIGHTS PLAN

In September 2005, the Board of Metabolic established the terms and conditions of a long-term incentive scheme for employees,

in the form of the Metabalic Performance Rights Plan ("Plan”). The purpose of the Plan is to provide employees with the opportunity to
participate in the success of the Company and to provide them with further incentive to ensure wealth is created in the Company for the
benefit of all shareholders.

Under the Plan, an invited eligible employes is offered rights to acquire shares in the Company. There 1 no exercise price 10 be paid to acquire
a share upon exercise of a performance right. Performance rights will be exercisable on a specified future date, subject
ta meating performance and service conditions.

Performance rights will not be listed on ASX Limited (ASX). Application will be made to list Metabolic's shares issued on the exercise of the
performance rights on the ASX and such shares will rank equally with other ordinary shares of the Company.

Performance rights are subject to the following performance conditions;

*  QOne-third of the performance rights granted are subject to share price performance and continued service.
+  One-third of the performance rights granted are subject to carporate goals and continued service.
+  One-third of the performance rights granted are subject to continued service alone,

The fair value of performance rights issued under the Plan is determined by using a Barrter “Up and Call” Option Pricing Model or the
market share price on the date of grant for those performance rights subject to a market condition and a Black-Scholes/Merton or Bionomial
Distribution Option Pricing Model for thase performanca rights with non-market performance conditions.

The assumptions used to obtain a fair value for performance rights are listed in the following table:

Date Performance Rights Granted
17 Nov 2006 20 Dec 2005

Pricing Model Variables

Exercise price Nil Nil
Risk-free interest rate 5.94% 5.73%
Share Price at date of grant - $0.705 $0.46
Volatility/Standard Deviation 59.97% 56.40%
Expiry date 1Sep 201 1 5ep 2010
Dividend yield - -
Average fair value per performance right f0.7¢ $0.40

Performance Rights granted during the year ended 30 June 2007

During the current year the Company issued 1,527,096 performance rights, granted on 17 November 2006, using the assumptions
shown in the table above. The expected volatility was determined using the Company's share price volatility for the 12 months prior
to the grant date.




(a) Employee Performance Rights over Ordinary Shares (No. of Performance Rights} as at 30 June 2007

Date of lssue 17/11/06 20/12/05 TOTAL B
ASX Code (unlisted options) MBPAS MBPAA -
On issue at beginning of the year - 873,213 873,213
Issued during the year 1,527,096 - 1,527,096 ‘ .
Exercised during the year (b) (166,680) (99,064) (265,744} N ;.f» .
Expired unexercised - - -
Forfeited /Cancelled {138,060) {153,221) {291,281}
On issue at balance date 1,222,356 620,928 1,843,284
issued subsequent to balance date - - -
Exercised subsequent to balance date - - -
Cancelled subsequent to balance date - - - b ,
Cn issue at date of the Directors’ Report 1,222,356 620,928 1,843,284 v"" - -
Current number of recipients 20 18 o
Exercise price $0.00 30.00 1
Exercise period: From 01/09/07 01/09/06 -
To Q1/09/11 Q1/09/10
Expiration date 01/09/11 01/09/10
Vesting Proportions: 5% 01/09/07 01/09/06 -
25% 01/09/08 01/09/07
25% 01/09/09 01/09/08
25% 01/09/10 01705/09

{b) Information relating to Performance Rights exercised by employees during the year ended 30 June 2007

17/11/06 20/12/05
MBFAB MBPAA
Number of shares issued
issue date: 13/12/06 48,729
26/01/07 3,918
10/04/07 166,680 45,046
24/05/07 1,371
Value of shares issued
Issue date: 13/12/06 136,790
26/01/07 $4,114
10/04/07 $21,668 $5,856
24/05/07 $206

The value of shares issued during the reporting period is estimated to be the market price of shares of Metabolic Pharmaceuticals Limited on
ASX Limited as at close of trading on the respective issue dates.
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12 SHARE-BASED PAYMENTS conninuzo...

s ;‘i A. EMPLOYEE SHARE-BASED PAYMENT PLANS CONTINUED...
: : f“ ! (ii} EMPLOYEE PERFORMANCE RIGHTS PLAN CONTINUED...
«",5 (¢} Employee Performance Rights over Ordinary Shares (No. of Performance Rights) at 30 fune 2006
BRI Date of Issue 20/12/03
R ASX Code {unlisted options} MBPAA
: . On issue at beginning of the year -
Issued during the year 873,213
Exercised during the year -
Expired unexercised -
Forfeited /Cancelled -
' On issue at balance date 873,213
l Issued subsequent to balance date -
‘ Exercised subsequent to bafance date -
| Cancelled subsequent to balance date -
| On issue at date of the Directors’ Report 873,213
| Current number of recipients 21
| Exercise price $0.00
Exercise period: from 01/09/06
To 01/09/10
Expiration date 01/08/10
Vesting Proportions: 25% 01/09/06
25% 01/09/07
25% 01/09/08
25% 01/09/09

B. EXPENSES ARISING FROM SHARE-BASED PAYMENT TRANSACTIONS

(d) Information relating to Performance Rights exercised by employees during the year ended 30 June 2006
There were no Performance Rights exercised by employees of the Company during the year ended 30 June 2006.

30 June 2007 30 june 2006

13 TRADE AND OTHER PAYABLES (CURRENT)

$ $
Options issued under Employee Option Plan {60,568) {184,646)
Performance Rights issued under Performance Rights Plan (332,822} (97,738}
(593,390} (282,384)

30 June 2007 30 June 2006

3 $

dtre X Trade Payables (i}
(i} Trade payables are non-interest bearing and are normally settled on 30-day terms.

oy
'||
,t;“\,

949,727 1,547,861




14 PROVISIONS (CURRENT & NON-CURRENT)

30 June 2007 30 June 2006 :.i

$ H]
(A) CURRENT - ANNUAL LEAVE o
Annual leave.at beginning of year _ 141,775 157,546 A
Increase/(Decrease) in pravision during the year - 7,802 (15,771) e Y
Annual leave at end of year 149,577 141,775 "y
(B) CURRENT - LONG SERVICE LEAVE !
Long service leave at beginning of year 59,257 - e
Additional provision during the year 14,439 59,257 .-
Long service leave at end of year 73,696 59,257
223,273 201,032 A
(C) NON-CURRENT - LONG SERVICE LEAVE ‘ "“-_'-'_:
% Long service leave at beginning of year 34,994 34,719 ,};“
| Additional provision during the year 21,225 275 o S
| Long service leave at end of year 56,219 34,994 BN \'“ '
The number of full-time equivalents employed at 30 June 2007 was 17 (2006: 24). '
15 CONTRIBUTED EQUITY AND RESERVES i
{A) MOVEMENT IN CONTRIBUTED EQUITY FOR THE YEAR T ":f
Contributed equity at beginning of year 78,244,479 61,777,978 SV
Proceeds from shares issued during the year (note 7) 11,204,869 17,253,726 3
Capital raising costs recognised in equity (367,902) (787,225} ot
Contributed equity at end of year 89,081,446 78,244,479 ; .

Number of Shares

On issue at start of year 284,565,483 247,297.153 !
Shares issued during the year . 14,583,333 36,783,715
Optians converting to ordinary shares 1,281,581 484,615
Performance Rights converting to ordinary shares 265,744 -
On issue at end of year 300,696,141 284,565,483

Terms and conditions of contributed equity

Ordinary Shares attract the right to receive notice of and attend and vote at all general meetings of the Company, to receive dividends as declared
and, in the event of winding up the Company, to participate equally in the distribution of the assets (both capital and surplus), subject to any
amaounts unpaid on shares. Each Ordinary Share entitles the holder to one vote, either in person or by proxy, at a meeting of the Company.

Securities issued or granted during the year ended 30 June 2007:
Ordinary Fully Paid Shares: . )
» On 15 December 2006, 14,583,333 shares were issued at $0.72 per share pursuant to a Private Placement to existing institutional

shareholders and sophisticated investors in Austrafia.

» Between 13 December 2006 and 24 May 2007, 99,064 shares were issued on the exercise of unquoted employee performance rights
(ASX Code. MBPAA).

* On 10 April 2007, 166,680 shares were issued on the exerdse of unquoted employee performance rights {ASX Code: MBPAE),

¢ Between 30 November 2006 and 11 January 2007, 1,281,581 shares were issued at $0.55 per share on the exercise of unquoted
options {ASX Code: MBPAW),

Performance Rights:

* On 17 November 2006, 1,527,096 performance rights were issued to employees pursuant to the Metabolic Performance Rights Plan.
These rights have an expiry date of 1 September 2011 {ASX Code: MBPAB).
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15 CONTRIBUTED EQUITY AND RESERVES contmuen...

30 June 2007 30 June 2006

$ $
{B) OPTIONS/FERFORMANCE RIGHTS-RESERVE
Balance at beginning of period 872,073 549,331
Share-based payments 593,390 322,740
Consideration paid on grant of employee options - 2
Balance at end of period (i} 1,465,463 872,073
(i} Represents the nominal consideration paid for
subscriber or employee options and the
fair value of options and performance rights.
{C} ACCUMULATED LOSSES
Accumulated losses at the beginning of the financial year {56,339,438) (45,045,569}
Net loss attributable to members (13,406,939} (11,293,869)
Retained profits/(losses) at the end of the financial year {69,746,377) (56,339,438}

16 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Company's principal financial instruments are cash and short-term deposits. The Company has other financial assets and liabilities such as
trade receivables and trade payables, which arise directly from its operations.

Details of the significant accounting policies and methods adopted in respect of each class of finandial asset, financial fiability and equity
instrument are disclosed in Note 2.

Credit risk

There are no significant concentrations of credit risk within the Company.
The Company trades only with recognised, creditworthy third parties.

17 FINANCIAL INSTRUMENTS

Fair values

The carrying amounts of cash assets (current), receivables {current) and payables approximate their fair values.
Market values have been used to determine the fair value of listed available-for-sale financial assets.

18 COMMITMENTS AND CONTINGENCIES

(A) OPERATING LEASE COMMITMENTS - COMPANY AS LESSEE

The Company has entered into commercial office and laboratory leases. These leases have a lease term
of one to three years. On renewal, the terms of the lease are renegotiated.

Future minimum rentals payable under non-cancellable operating leases are as follows:

Nat fater than one year 129,326 165,282
Later than one year and not later than five years 21,608 97,815

Later than five years - -
150,934 263,097
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LTk 18 COMMITMENTS AND CONTINGENCIES continueo...
h‘,‘{ o (B} OTHER EXPENDITURE COMMITMENTS
“..-.tggg’%} Comrnitments contracted for at reporting date but not recognised as liabilities are as follows:
il gl
""}'\?‘ ;
P 30 June 2007 30 June 2006
s $ $
s Not later than one year 1,145,923 1,619,562
Later than one year and not later than five years - 153,572

Later than five years - -
1,145923 1,773,134

Contingencies

The Directars were not aware of any contingent liabilities or contingent assets as at 30 lune 2007,
There has been no change since that date.

19 RELATED PARTY DISCLOSURES

Other than as disclosed in the Key Management Personne! disciosures section of the finandial statements (Note 22) and the Remuneration
Report section of the Directors’ Report, there were no transactions with refated parties during the period under review.

20 EVENTS AFTER THE BALANCE SHEET DATE
As set out in the Review of Operations section of the Directors’ Report, subsequent to the Balance Sheet date, the Company announced:
* 6 July 2007 - Dr Evert Vos, a non-executive Director of the Company resigned.

* 14 August 2007 - the development of neuropathic pain drug, ACV1, has been discontinued. As a result of the discontinuance
of the ACV1 neuropathic pain project significant staffing changes have been made to reflect the changed activities of the Company.
The Company now has approximately 11 full-time equivalent staff including the laboratary. This event subsequent to the Balance Sheet
date does not affect any figures contained in the Annual Financial Report.

« 28 August 2007 - Dr Arthur Emmett, a non-executive Director of the Company resigned.

Other than as set out ahove, there has been no event that has significantly or may signtficantly affect the operations of the Company, the
results of those operations or the state of affairs of the Company in the subsequent financial period.

21 AUDITORS' REMUNERATION
The auditor of Metabolic Pharmaceuticals Limited is Ernst & Young.

Amounts received or due and receivable by Ernst & Young for:

An audit or review of the financial reports of the entity:
~ half and full-year audits 35,900 33,000

Other services in relation to the entity:

- preparation of tax return and related services 8,060 2,000

- AIFRS Impact Assessment Report and AIFRS advice 5,000 8,000

; —ACY1 Grant Audit - 2,500

*f. Total for entity auditors 48,960 45,500
iy The Directors are satisfied that the provision of non-audit services during the current period is compatible with the general standard of

G independence for auditors imposed by the Corporations Act 2001. The nature and scope of each type of non-audit service provided means

that auditor independence was not compromised,
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22 KEY MANAGEMENT PERSONNEL DISCLOSURES

The Key Management Personne! compensation disclosures required by Paragraphs Aus 25.4 1o Aus 25.7.2 of AASB 124 Related Party
Disclosures are provided in the Remuneration Report in the Directors' Report, designated as audited.

(A) DETAILS OF KEY MANAGEMENT PERSQNNEL

The Key Management Personnel of Metabolic are those persons having authority and responsibility for planning, directing and controlling
the activities of the Company, directly or indirectly, during the financial year. The Key Management Personnel are;

(i) Directors

Mr Rob Stewart Chairman {Non-Executive) - appointed 4 April 2007
Dr Arthur Emmett Director (Non-Executive) - resigned 28 August 2007
Dr Roland Scollay Director (Chief Executive Officer)
Dr Chris Belyea Director (Chief Scientific Officer)
Mr Don Clarke Director {Non-Executive} — appointed 12 April 2007
Dr Evert Vos Director (Nan-Executive} - resigned 6 July 2007
Mr Patrick Sutch Director (Non-Executive) - resigned 4 April 2007
Ms Robyn Baker Director (Non-Executive) — resigned 4 April 2007
{ii) Other Key Management Personnel
Dr Caroline Herd Vice President - Clinical and Regulatory Affairs
Ms Belinda Shave Company Secretary/Finandal Controller
Mr Peter Dawson Chief Financial Officer — ceased employment 1 April 2007

(B) OPTION AND PERFORMANCE RIGHTS HOLDINGS OF KEY MANAGEMENT PERSONNEL

{i) Option holdings of Key Management Personnel are listed in the following table:

Balance at  Granted as Options Net Change Balance at end Total Total Total Not  Total Vested
beginning of Compensation  Exercised Other of period  Vested atend Exercisable at Exercisable at  during year
period of peticd  end of period end of period
Directors

Dr Roland Scollay 2007 1,500,000 - - - 1,500,000 1.200,000 1,200,000 300,000 350,000
2006 - 1,500,000 . - - 1,500,000 850,000 850,000 650,000 850,000
Dr Chris Belyea 2007 - - - - - - - - -
2006 276,923 - - (276,923) - - - - -
Dr Arthur Emmett 2007 - - - - - - - - -
2006 92,308 - - {92,308) - - - - -
Dr Evert Vos 2007 - - - - - - - - -
2006 276,923 - - (276,923) - - - - -

Other Key Management Personnel
Ms Belinda Shave 2007 120,000 - - - 120,000 84,000 84,000 36,000 36,000
2006 120,000 - - - 120,000 48,000 48,000 72,000 24,000
Dr Cargline Herd 2007 399,900 - - (249,900) 150,000 150,000 150,000 - 45,000
2006 389,900 - - - 399,900 354,800 354,900 45,000 120,000
Total 2007 2,019,900 - - (249,900 1,770,000 1,424,000 1,434,000 336,000 431,000
2006 1,166,054 1,500,000 - {646,154) 2,019,900 1,252,900 1,252,900 767,000 994,000
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22 KEY MANAGEMENT PERSONNEL DISCLOSURES cowminueD...

(B) OPTION AND PERFORMANCE RIGHTS HOLDINGS OF KEY MANAGEMENT PERSONNEL cONTINUED...

(i) Performance Rights holdings of Key Management Personnel are listed in the following table:

Balance at  Granted as Performance Net Change Balance  Total Vested Total Total Not  Total Vested
beginningof* Compen- fights Other at end of atendof Exercisable Exercisable duringyear
period sation Exercised period period at end of at end of
period period
Directors
Dr Roland Scollay 2007 253,668 418,608 - (25,366) 646,910 35,937 35,937 610,973 35,937
2005 - 253,668 - - 253,668 - - - -
Dr Chris Belyea 2007 15,21 180,104 - (11,520) 293,795 16,324 16,324 2774 16,324
2006 - 15,21 - - 115,211 - - - -
Other Key Management
Personnel
Mr Peter Dawsont® 2007 105,991 172,428 (226,141) {51,678) - - - - 226,741
2006 - 105,991 - - 105,991 - - - -
Ms Belinda Shave 2007 69,124 128,904 (9.793) {6.912) 181,323 - - 181,323 9,793
2006 - 69,124 - - 69,124 - - - -
Dr Caroline Herd 2007 76,037 135,744 {10,774} [7.604) 193,403 - - 193,403 10,774
2006 - 76,037 - - 76,037 - - - -
Total 2007 620,031 1,045,788 (247,308) (103,080) 1,315,431 52,261 52,261 1,263,170 299,569
2006 - 620,031 - - 620,031 - - - -

Note {a): Mr Peter Dawson ceased employment with the company on 1 April 2007



(C) SHAREHOLDINGS OF KEY MANAGEMENT PERSONNEL

Details of the movements in the number of ordinary shares in Metabolic Pharmaceuticals Limited held during the financial year by each
Director and other Key Management Personnel, including their personally-related entities, are set out below:

Shares held in Metabolic Pharmaceuticals Limited

NN

Balance at beginning Granted as On Exercise of Options Net Change Balance at end of
of period Compensation  or Performance Rights Dther period
Directors
Dr Roland Scollay 2007 20,000 - - - 20,000
2006 - - - 20,000 20,000
Dr Chris Belyea 2007 454,077 - - - - 464,077
2006 464,077 - - - 464,077
Mr Rob Stewart @ 2007 - - - - -
2006 - - - - -
Dr Arthur Emmett @0 2007 494,192 - - - 494,192
2006 394,192 - - 100,000 494,152
Mr Don Clarke % 4@ 2007 - - - 64,000 654,000
2006 - - - - -
Dr Evert Vos ™ 2007 283,077 - - - 283,077
2006 283,077 - , - - 283,077
My Patrick Sutch 2007 15,000 - - {15,000) -
2006 - - - 15,000 15,000
Ms Robyn Baker 2007 23,000 - - {23,000) -
2006 - - - 23,000 23,000
Other Key Management
Personnel
Mr Peter Dawson ™ 2007 80,000 - 226,741 (306,741} -
2008 - - - 80,000 30,000
s Belinda Shave 2007 145,400 - 9,793 - 155,193
2006 145,400 - - - 145,400
Dr Carcline Herd 2007 100 - 10,774 - 10,874
2005 100 - - - 100
Total 2007 1,524,846 - 247,308 (280,741) 1,491,413
2006 1,286,846 - - 238,000 1,524,846
Motes (a), {b} and (c): Shares held indirectly at 30 June 2007: (a) 240,000, {b) 136,500 and (¢) 64,000.
Note (i) Mr. Rob Stewart was appointed to the Board on 4 April 2007.
Note (ii): Dr Arthur Emmett resigned as a Director on 28th August 2007,
Note {ifi}: Mr. Don Clarke was appointed to the Board on 12 April 2007. Mr Clarke held 64,000 shares prior to becoming a director.
Note ({iv): Dr. Evert Vos resigned as a Director on 6 July 2007,
Note {v): Mr Patrick Sutch and Ms Robyn Baker resigned as Directors on 4 April 2007, At the date of res|gnatmn Mr. Sutch held
15,000 shares and Ms. Baker held 23,000 shares.
Note {vi): Mi. Peter Dawson ceased employment with the company on 1 April 2007. At that date he held or was entitled to hold
306,74t shares.
(D) LOANS TO KEY MANAGEMENT PERSONNEL
No leans have been made to Directors of Metabolic or to any other Key Management Personnel, including their personally-related entities.
(E) OTHER TRANSACTIONS WIiTH DIRECTORS
During the year legal fees, including miscellaneous expenses, totafling $115,194 were paid or payable to the legal firm Minter Ellison of which
Mr. Don Clarke, a Director of the Company, is a partner, These legal fees were charged at commercial rates.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF METABOLIC PHARMACEUTICALS LIMITED

We have audited the accompanying financial report of Metabolic Pharmaceuticals Limited (the company}, which comprises the income statement, balance sheet,
statement of changes in equity, cash flow statemeni, & summary of significant accounting palicies, other explanatory notes and the directors’ declaration for the year
ended 30 june 2007,

The company has disclosed information as required by paragraphs Aus 25.4 to Aus 25.7.2 of Accounting Standard 124 Related Party Disclosures {“remuneration
disclosures™), under the heading “Remuneration Report” on pages 26 1o 35 of the directors’ report, as permitied by Corporations Regutation 2M.6.04.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL REPORT

The directors of the company are responsible for the praparation and fair presentation of the financial report in accordance with the Australian Accounting Standards
(including the Australian Accounting Interpretations) and the Corporations Act 2001. This responsibility includes establishing and maintaining internal controls

relevant ta the preparation and fair presentation of the financial report that is free from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances. In Note 2, the directors also state that the financial report,
comprising the financial statements and notes, complies with International Financial Reporting Standards. The directors are also responsible for the remuneration

disclosures contained in the directors’ report.

AUDITOR'S RESPONSIBILITY

Our responsibility is to express an opinion on the financlal report based on our audit, We conducted our audit in accordance with Australian Auditing $tandards.
These Auditing Standards require that we comply with refevant ethical requirements relating to audit engagements and plan and perform the audit to obtain
reasonable assurance whether the financial report is free from material misstatement and that the remuneration disclosures comply with Accounting Standard

AASB 124 Refated Party Disclasures.

An audit involves performing procedures to obtain audit evidence about the amounis and disclosures in the financial repart, The procedures selected depend on
our judgment, including the assessment of the risks of material misstatement of the financial report, whether due to fraud or error. In making those risk assessments,
we consider internal controls relevant to the entity’s preparation and fair presentation of the financial report in order 10 design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal controls. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by the directors, as well as evaluating the overall presentation

of the financial report.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion,

INDEPENDENCE

In conducting our audit we have met the independence requirements of the Corporations Act 2001, We have given to the directors of the company a written
Auditor's tndependence Declaration, a copy of which is included in the directors’ report. The Auditor’s Independence Declaration would have been expressed in

the same terms if it had been given to the directors at the date this auditor’s report was signed. In addition to our audit of the financial report and the remuneration
disclosures, we were engaged to undertake the services disclosed in the notes to the financial statements. The provision of these services has not impaired

our independence,

AUDITOR'S OPINION

In our apinion:

1. the financial repori of Metabolic Pharmaceuticals Limited is in accordance with:

(a) the Corporations Act 2001, including:
{i} giving a true and fair view of the financial position of Metabolic Pharmaceuticals Limited at 30 June 2007 and of its performance for the year ended
on that date; and

(i) complying with Australian Accounting Standards (including the Australian Accounting interpretations); and
(b) other mandatory financial reporting requirements in Australia.
2, the financial report also complies with International Financiat Reporting Standards as disclosed in Note 2.
3. the remuneration disclosures that are contained on pages 26 to 35 of the directors' report comply with Accounting Standard AASB 124 Related Party Disclosures.

Crned ¥ foun g @“‘/?‘U’N

Ernst & Young Joanne Lonergan Melbourne
Partner 29 August 2007




DISTRIBUTION AND DETAILS OF SHAREHOLDERS

The number of shareholders, by size of holding, of quoted Fully Paid Ordinary Shares, as at 13 September 2007 is:

Fully Paid Ordinary Shares

Category
No. of Holders No. of Shares
1-1,000 865 628,413
1,001 - 5,000 2,421 7,312,545
5,001 -10,000 1,334 11,060,180
10,001 - 100,000 2,345 75,816,714
100,001 - and over 307 205,878,289
Total 7,272 300,696,141
12,535,472

Number of shareholders with less than a marketable parcel of shares

3,964

NAMES OF THE 20 LARGEST SHAREHOLDERS

The names of the 20 largest shareholders of quated Fully Paid Ordinary Shares and their respective holdings as at 13 September 2007 are:

Name of shareholding No. of shares % interest
Polychip Pharmaceuticals Pty Ltd 36,012,701 11.98
National Nominees Limited 17,835,504 593
ANZ Nominees Limited Cash ncorme A/C 14,877,928 4.895
Manash Investment Holdings Pty Ltd 9,607,520 3.20
Oceanfront Properties Pty Ltd 8,010,000 2.66
Peters [nvestments Pty Ltd 7,400,000 2.46
HSBC Custody Nominees {Australia) Limited - GSI ECSA 5,045,013 1.68
} P Morgan Nominees Australia Limited 4,863,789 1,62
Jalitech Pty Ltd Frank Man-Woon Ng A/C 4,000,000 133
Niako Investments Pty Ltd 3,887,237 1.29
Niako investments Pty Ltd 2,400,594 0.80
Citicorp Nominees Pty Ltd Cwlth Bank OFF Super A/C 2,400,000 0.80
Citicorp Nominees Pty Limited 2,388,264 0.79
Oceanfront Properties Pty Ltd ISA LEI Super Fund A/C 2,000,000 0.67
Mr Brian Gordon Aifred Matthews 1,733,300 0.58
Schirm Private Equity LP 1,639,344 0.55
NEFCO Nominees Pty Ltd 1,500,000 0.50
Schirm Private Equity LP C/O Caledonian Trust (IOM} Ltd 1,314,197 0.44
Mr Urie Senko 1,211,426 0.40
Tartan Inn Pty Ltd 1,089,952 036

129,216,809 4299

Total

qt\a ,z 5 ﬁ;ﬁﬁ?ﬁ.‘ 3,3:. i '?

END

|,.,£

METABOUC ANNUf\L REPORT mcg

SRR




